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Public Utility Regulation 


The highest opportunity for constructive statesmanship 

does not, in the opinion of the author, lie in the direction 

of cutting down utility profits, so long as they are reason- 

able, but in fostering intelligent and progressive adminis- 

tration of their affairs, with a view of expanding their 
fields of service to the utmost. 
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TIMELY warning was uttered 
A early in 1933 by that eminent 

authority on public utility 
regulation—with the background of 
his experience in the 1930 New York 
commission investigation—Professor 
William A. Mosher, just recently ap- 
pointed to a position of great re- 
sponsibility by the Federal Power 
Commission. He said in his now 
well-known book : 


The private operation of the utilities un- 


der a scheme of regulation is on trial as 
it has never been before. Unless there be 
a cordial codperation between those in con- 
trol of utility companies and public regula- 
tory bodies, looking toward the bolstering 
up of regulation, the only possible alterna- 
tive is public ownership and operation. 
This has been recognized by a number of 
men in commanding positions in the regu- 
latory and legislative fields. It seems prop- 
er to conclude this work! with reference 
to this possibility, as it may well be that 
the next chapter on the subject of utilities 
will have to do with the shortcomings and 
successes of public ownership. If it is 
to be avoided, there must be changes almost 


1 Public Utility Regulation, by Mosher and 


Crawford, 1933. 
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revolutionary in character in regulatory 

procedures on the one hand, and in the 

policies of utility companies on the other. 

No prophetic vision is required to forecast 

that at this time, the beginning of the 

second quarter-century of regulation, we 
stand on the threshold of a new epoch. 

Apologies for the present system should be 

ruled out of order. Those equipped with 

proposals for revamping or, better, recast- 

ing it should be recognized and given a 

hearing. 

State regulation has always bulked 
large on the utility horizon. The elec- 
tric industry has preferred, advocated, 
and counted on it. It represents one 
policy upon which the utilities have 
been united. In the main they still 
favor and advocate state regulation. 
They do not seem to want national 
control of the electric light and power 
business or any other utility business. 


j ‘HERE is ample evidence of a 
growing public discontent with 
the results of the system in action in 


many states. One reads often in pub- 
lic records of a general creaking of 


state utility regulatory machinery 
throughout the country. Many peo- 
ple, exclusive of those with political 
axes to grind, feel that commission 
regulation by the states has not satis- 
factorily fulfilled in the public interest 
the purposes for which it was created. 
In some states, state regulation is no 
longer “at the crossroads” but has 
actually stepped out on the wrong 
road. This much is conceded even 
by some of the representatives of the 
utilities. _One wonders, however, 
what united constructive action will be 
taken by the utilities as a whole, for 
the improvement of state regulation— 
to help it to a new start along the 
right road. 

The Edison Electric Institute does 
not speak for the electric industry ex- 
cept in national matters. Local ques- 


tions and problems are left to the 
members of each state. This seems 
to include state regulation. What are 
they going to do about it in the in- 
dividual states? One wonders if they 
will recognize that State Commission 
Regulation is no longer an infant; 
that it has actually attained its major- 
ity and needs a new suit of clothes 
to help adjust itself to complex mod- 
ern social and economic conditions. 


Fe a number of years our utility 
leaders and spokesmen seem to 
have been governed and ruled by fear. 
As a result they have been putting 
their worst foot forward, particularly 
in matters pertaining to their public 
relations. The present problems of 
state regulation, however, present a 
real opportunity for new zeal and 
constructive statesmanship on their 
part. It remains to be seen if the 
progressive leaders will abandon the 
role of apology and defense and grasp 
the opportunity for leadership in the 
public interest. Will they help or will 
they ride along with things as they 
are and subject themselves to renewed 
hostile attacks for lack of interest in 
the public good? Who knows? 
Other groups are alive to the short- 
comings of commission regulation. 
In Ohio, for example, the state bar 
association has recently taken the ini- 
tiative by appointing a committee to 
investigate and make recommenda- 
tions for the improvement of the sys- 
tem in that state. Its preliminary re- 
port was recently made and its legis- 
lative recommendations will be avail- 
able for the 1935 session of the 
general assembly. The aims and pur- 
poses of modern public utility regu- 
lation as set forth by the committee 
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are presented here. They would 
seem to emphasize basic principles 
which might be considered as useful 
guide posts to those sincerely interest- 
ed in helping to make our state com- 
mission regulatory system really serve 
the public interest—the intent for 
which it was established—that is, the 
consumer, the invester, and the tax- 
payer. 


AS public utilities are natural mo- 
nopolies supplying an essential 
service, it is obvious that they must 
be subjected to some kind of restraint 
—so much is almost universally con- 
ceded. There are four principal 
methods of exercising this restraint, 
not counting such restraints as public 
opinion. These four methods are: 

(1) Litigation ; 

(2) Legislation (legislative acts and 

municipal ordinances) ; 

(3) Regulation by franchises ; and 

(4) Regulation by commissions. 

Litigation provides an altogether 
inadequate remedy as it means judicial 
contest and therefore depends for its 
success on the orders of the courts. 
But the courts are quite incapable, as 
they themselves well realize, of exer- 
cising effective control over public 
service corporations. Regulation, to 
be effective, must be continuing, 
whereas judicial action is bound to 
be discrete and sporadic. The courts 
act only upon complaint ; and because 


of the expense of legal proceedings, 
wrongs that require judicial condem- 
nation for their correction frequently 
go unrighted. The householder com- 
pelled to pay excessive charges is not 
willing to assume the disproportionate 
expense of a lawsuit; he, therefore, 
nurses his grievance, which he believes 
to be well founded. But even if pro- 
ceedings are instituted before the 
courts, no swift redress is forthcom- 
ing; the delays of the courts are both 
inevitable and proverbial. And jus- 
tice delayed is justice denied. More- 
over, the courts do not have the ad- 
ministrative machinery necessary for 
the handling of public utility problems. 
They do not retain a staff of trained 
accountants, engineers, and other ex- 
perts ; and they cannot accumulate the 
vast amount of data, statistical and 
other, that is requisite. 

Furthermore, the judges them- 
selves, in many instances, do not have 
the specialized knowledge to enable 
them to deal effectively with the prob- 
lem. Even though they are learned 
in the law, they are seldom thoroughly 
informed on public utility matters. In 
addition, the judicial process involves 
a looking back for precedents and 
authorities, whereas the regulative 
process requires a long look ahead in- 
to the future. 


B” of more importance, perhaps, 
than any of the foregoing con- 


e 


“ONE reads often in public records of a general creaking 
of state utility regulatory machinery throughout the coun- 
try. Many people, exclusive of those with political axes 
to grind, feel that commission regulation by the states has 
not satisfactorily fulfilled in the public interest the purposes 


for which it was created.” 
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siderations, the authority of the courts 
is limited to passing upon the reason- 
ableness of rates and regulations after 
they have gone into effect ; and should 
these rates and regulations be found 
unreasonable, the courts can enjoin 
them, but they cannot establish a 
schedule of rates to be effective in 
the future. This is because the pre- 
scribing of rates for the future is a 
legislative function, or one of business 
economics, and not a judicial one. 
Herein lies the outstanding weakness 
of the judicial process in dealing with 
utility rates. 

Legislation, by legislative acts and 
municipal ordinances, is also an inade- 
quate remedy; in fact, many of the 
objections to control by judicial bodies 
likewise apply to control by legislative 
bodies. Legislative action, also, is dis- 
crete and sporadic. Sometimes it is 
long delayed; at other times it comes 
too suddenly, without adequate con- 
sideration of the merits of the case. 
Legislative bodies, also, do not have 
the necessary administrative machin- 
ery nor the necessary staff of special- 
ists; and this is only natural, since 
their primary function is to enact 
legislation, not to administer it. 


HE members of legislatures and 

city councils have many duties 
and interests, but as a rule they have 
no particular knowledge of public 
utility problems. Unlike the judges, 
moreover, they are not willing as a 
rule to make a careful study of these 
problems ; they are more interested in 
politics than in economics. Their un- 
fitness for rate regulation was well 
pointed out by the supreme court of 
Wisconsin :* 


2136 Wis. 146, 159. 


Because of the multitude of detail, the 
intricacy of the subject, the expert knowl- 
edge required, the numerous separate in- 
vestigations of inter-related questions of 
fact which are necessary, and the necessity 
for frequent changes and adjustments in 
rates or service, a legislative body, the 
members of which are chosen for short 
terms from the body of the people, would 
find it an actual impossibility to 
fix just and reasonable rates. 

Other reasons why regulation by 
the legislative bodies is impracticable 
have been well set forth by the New 
York Court of Appeals.® 

The fundamental difficulty with the 
franchise method of regulation is that 
it is inelastic and inflexible. It pur- 
ports to specify in detail and in a 
binding contract the duties and obliga- 
tions of the public utility companies 
and the powers of the public authori- 
ties. But sooner or later it appears 
to work injustice to one or both of 
the parties to the contract. The diffi- 
culties of regulation through fran- 
chises, enforced by city officials hav- 
ing no special fitness for the task, 
eventually led to the creation of state 
public service commissions with far- 
reaching powers of supervision and 
regulation. 


awe by state commission is 
the best method of regulation de- 
vised thus far. This assumes a com- 
mission vested with authority to func- 
tion as a_legislative-administrative 
body, exercising continuous super- 
vision over public utilities, to prescribe 
just and reasonable rates, and to en- 
force reasonable standards of service. 

The aim or effective public utility 
regulation should be to assure satis- 
factory, dependable, adequate, and 
continuous utility service and at rea- 
sonable rates to all who apply for such 


$191 N. Y. 123. 
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The Objective of Sound and Effective Regulation 


“— objective of sownd and effective regulation should be 
to fix rates with a view to encouraging the growth of a 
utility business through its further development and through con- 
tinuous expansion of its fields of service. Such a condition is pos- 
sible of attainment when the rates are low enough to encourage the 
greatest possible use of the service by the public, while at the same 
time sufficient to maintain the financial soundness of the utility.” 





service, and are entitled to receive it, 
without unwarranted discrimination 
between the users with respect either 
to the quality of the service or the 
rates of charge. The fixing of rates 
or prices does not appear to be a 
judicial function. Price fixing or rate 
making, whichever the case may be, 
is essentially a question of business 
economics. There is no justiciable 
question involved in the matter of fix- 
ing rates. The function of the courts 
is to determine the question of con- 
fiscation, or to set the irreducible 
minimum below which commissions 
may not legally go in determining 
rates. The duty of regulatory bodies 
is not the negative one of fixing rates 
which merely escape confiscation, but 
rather the positive duty of making 
rates which are sound from the’ view- 
point of good business economics. 


| phe making is primarily a matter 
of business economics and that it 
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is increasingly obvious that no method 
of rate control can succeed or be 
socially satisfactory if it is economi- 
cally unsound. The ratepayer suffers 
equally with the investor if rates are 
fixed too low from a business stand- 
point, for in that case service stand- 
ards are bound to deteriorate, and re- 
sources are lacking with which to im- 
prove facilities and replace obsolete 
equipment. An economically sound 
rate schedule should be the aim of 
effective regulation so as to maintain 
the financial credit of the utility com- 
panies, thus enabling them continuous- 
ly to meet their obligations to the 
public, to utility workers, and to in- 
vestors. 

The failure to comprehend thor- 
oughly the real aims and objectives of 
utility regulation and to effect a sys- 
tem of regulation in accordance with 
such aims has been the chief source 
of difficulty. It appears that the legis- 
lature, from whose action litigation 
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arises, has not at all times been cog- 
nizant of the economic aspects of util- 
ity rate regulation. It is suggested 
that if, instead of regarding ordinary 
industries and the so-called public 
utilities as organizations whose ob- 
jectives are radically different, it were 
possible to think of them as striving 
to achieve the same objectives, many 
of the bars to effective regulation 
would be eliminated. This is both 
possible and desirable. The present 
time is propitious for clarifying pub- 
lic understanding incident to the real 
aims and purposes of effective regula- 
tion. 


I’ a new system of regulating public 
utilities were being established in 
any state at the present time, the ob- 
jectives would be, first, to fix rates 
which would insure the financial 
soundness and stability of utilities up- 
on whom so many workers and in- 
vestors depend; and second, it would 
be the aim to fix rates with a view 
to making utility services available to 
as many users as possible. It seems 
that the pursuance of these two aims 
would manifestly serve the public in- 
terests and at the same time achieve 
the social ends which both the man- 
agements of utilities and the regula- 
tory body should have in mind. It 
is not conceivable that the most un- 
reasonable critic of public utility regu- 
lation could quarrel with these objec- 
tives, since the utility would have the 
constant incentive of keéping rates as 
low as possible in order to obtain the 
greatest number of customers and 
thus have the greatest opportunity for 
profit. 

Fundamentally, the economic prin- 
ciples of a utility business appear to 


be no different from those of an ordi- 
nary industrial concern. A _ utility 
management is engaged in the devel- 
opment and preservation of the finan- 
cial integrity of the business just as 
is the management of an ordinary in- 
dustrial concern. Utilities, after all, 
are not in the position of the proverb- 
ial monopolist, since the ordinary 
method followed by the monopolist to 
enhance prices is to restrict the supply. 
The utility, however, is under the 
duty of rendering adequate service so 
that an artificial scarcity can never be 
created by a utility monopoly if the 
regulatory body is alert to its duty. 


[ the real objectives of utility regu- 
lation were clearly understood, it 
is submitted that self-interest would 
prove a powerful incentive to reason- 
able rates. It seems undisputable 
that there is a rate below the maxi- 
mum at which a larger volume of 
business will be done and a greater 
profit realized. This appears to be 
the true value of the service. It may 
be presumably assumed that the value 
of the service is equal to rates which 
are nonconfiscatory. The value of the 
service under the right kind of regu- 
lation would be determined by the 
commission according to business laws 
and reflect business studies. Of 
course, the value of the service must 
always be a matter of opinion—opin- 
ion then must be intelligent opinion, 
arrived at and expressed by business 
experts capable of expressing such 
opinion—experts in whom both the 
public and the utility enterprise have 
continuing and increasing confidence. 
Rates under the operation of economic 
laws cannot long continue to be more 
than the real value of the service, 
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whether that service is monopolistic 
or not. It seems that a regulatory 
commission should consider factors 
such as satisfaction, distance, conven- 
ience, rapidity, dependability, ade- 
quacy, when determining the real 
value of utility service. 

The real danger of monopoly is that 
stupid management, not under the 
spur of competition, may be content 
with a small volume of business at 
high rates and will not seek to de- 
velop the business by installing im- 
proved methods and reducing rates 
when possible, consistent with finan- 
cial safety. The proper and continu- 
ous function of the commission would 
be to require adequate, dependable, 
and satisfactory service at reasonable 
rates—taking into consideration the 
changing costs of rendering the serv- 
ices, which should at all times be rea- 
sonable. As has been pointed out, we 
feel that the commission form of 
regulation has proven advantages over 
other forms of regulation, and that 
the real question involved is whether 
or not a state commission is function- 
ing properly at the present time. 


Tl’ does not seem that an understand- 
ing public would claim the right to 
pay less than a utility service is worth. 
Concede that the government may fix 
rates so that they will yield only a 
certain return, it still does not follow 


that it is sound public policy to do so. 
The objective of sound and effective 
regulation should be to fix rates with 
a view to encouraging the growth of 
a utility business through its further 
development and through continuous 
expansion of its fields of service. Such 
a condition is possible of attainment 
when the rates are low enough to 
encourage the greatest possible use of 
the service by the public, while at 
the same time sufficient to maintain 
the financial soundness of the utility. 
A utility does not appear different 
in this respect from any other busi- 
ness employing private capital. The 
changing conditions of modern in- 
dustry, the increased size of industrial 
units, and their obvious economy, 
serve as a recommendation to this 
point of view, and it is indisputable 
that a policy which is economically 
sound and useful will prove to be 
legal in the long run. 

As has been pointed out heretofore, 
many of the more important problems 
incident to the regulation of public 
utilities are, after all, economic in 
character. Effective regulation should 
have as its aim a better understanding 
and a more thorough application of 
the economic principles which govern 
the subject. 


, | ‘HE highest opportunity for con- 
structive statesmanship does not 


e 


“REGULATION by state commission is the best method of 


regulation devised thus far. 


This assumes a commission 


vested with authority to function as a legislative-adminis- 
trative body, exercising continuous supervision over public 
utilities, to prescribe just and reasonable rates, and to en- 
force reasonable standards of service.” 
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lie in the direction of cutting down 
utility profits, so long as they are rea- 
sonable, but in fostering intelligent 
and progressive administration of 
their affairs with a view to expanding 
their fields of service to the utmost. 
If this ideal could be realized—and it 
has a better chance of attainment un- 
der a legislative-administrative com- 
mission system than under the other 
methods of regulation discussed here- 
tofore—the rates for such services 
could not help but be reasonable. 

In summation of the aims and pur- 
poses of effective public utility regula- 
tion, it is submitted that the legisla- 
ture should be cognizant of certain 
points in attempting to revise and re- 
codify the laws relating to any state 
public utilities commission, together 
with its rules and regulations of prac- 
tice and procedure for the improve- 
ment of the regulatory system in the 
public interest. The aim of the com- 
mission should be: 

1. To serve more as an aggressive 


fact-finding body and as a planning 
and administrative body, operating 


under clearly established legislative 
authority, and less as a judge of evi- 
dence presented by contending par- 
ties ; 

2. To stabilize profits to the end 
that speculation may be tabooed from 
the conduct of utilities ; 

3. To enable utility companies to 
compete in the money market for 
funds at low rates for the expansion 
and progressive development of their 
services ; 

4. To reduce the element of risk; 

5. To provide an adequate reserve 
or surplus not alone to meet various 
contingencies, but also to assure 
capital of its due reward in lean 
years ; 

6. To promote efficient and eco- 
nomical management and, if need be, 
to penalize waste, extravagances, poor 
planning, and unprogressive manage- 
ment; and 

7. Finally, to see to it that the 
public is at all times well served, and 
at a minimum rate consistent with 
the above aims. 


These aims are both reasonable and 
practicable. They would be in the 
best interests of both the utilities and 
the public. 





Thumb-nail Essay on Umpires and Pop Bottles 


The fans, notwithstanding this, may of 
course be right, but the chances are they are 
not. 


Some of our representatives have been 
known to claim that decisions of state 
regulatory commissions in particular utility 
rate cases are “infamous.” 

This adjective “infamous” often serves as 
an excellent emotional outlet. 

* ~ 


State commissioners are something like 
umpires at a baseball game. If they decide 
against the home team, they do so at the 
price of loss of popularity. So they are 
often subjected to a hail of verbal pop 
bottles. 

At a ball game, if the decision of the 
umpire is on balls and strikes, or on any 
other play in fact, the hostile fans seldom 
consider that they are not in as good a 
position to pass judgment as is the umpire. 


* * 

The commissioners are in a position to see 
the whole situation clearly. They have all the 
facts before them. Either the ratepayers or 
the utilities may in some cases be batting the 
ball outside of the foul line. If so, it is the 
duty of the commission to the people of the 
state to say so. 

Rates must be raised or lowered for the 
good of the public according to the facts 
developed and not in obedience to the emo- 
tions of the fans. 

Calling a decision “infamous” is merely 
throwing pop bottles. It proves nothing ex- 
cept bad deportment. 
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How to Stabilize Securities 
of Utility Companies 


MAINTENANCE of constitutional and statutory rights not always best for 


the business or its customers. 


What is needed, among other things, in 


the opinion of the author, is an effort to meet, rather than to suppress, 

competition, as regulation, even when most favorable to the utility point 

of view, cannot keep a monopoly intact against competition that monopoly 
creates or encourages. 


By THOMAS C. EGAN 
COMMISSIONER, PENNSYLVANIA PUBLIC SERVICE COMMISSION 


HE discovery that monopoly is 
not a synonym for stability is 


one of the mosi valuable lessons 


of the depression. If American util- 
ity managers have taken it to heart, 
they can use it to great advantage in 
the future. By a simple transfer of 
emphasis, in my opinion, they can 
assure themselves of a free flow of 
new capital, regardless of what legis- 
lation may be passed by Federal or 
state governments for the control of 
new issues. 

New laws, it goes without saying, 
are not going to stop the production 
or investment of savings in the 
United States. They are not going 
to change human nature. People may 
be counted on, now as in the past, 
to put their funds into securities 
promising a uniform rate of return. 
That cannot be guaranteed by utility 
commissions, but I believe it can be 


made much more certain than in the 
past by a closer degree of codperation 
between the commissions and the utili- 
ties. 

The problem of how to stabilize 
the security issues of power, light, 
gas, and other utility corporations is 
now of major interest. It is not new, 
but in good times no attention was 
paid to it, despite the growing dis- 
parity between earnings and prices. 
It has been brought sharply to the fore 
recently by disastrous losses to the in- 
vesting public. Now a nation-wide 
demand has developed that something 
be done about it. 


AS a consequence, certain self-evi- 
dent facts ignored by bankers, 
utility experts, and investors in the 
days of our so-called prosperity are 
coming to the surface, and in some 
instances they are being hailed as dis- 
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coveries. Students of economics will 
find nothing new or startling in them, 
but it may be worth while to state 
a few of them for the sake of clarity. 
Among these facts are: 


Monopoly is not a synonym for 
stability. 

Federal and state protection of the 
right to a fair return is not a guar- 
anty of income. 

Regulation, even when most favor- 
able to the utility point of view, can- 
not keep a monopoly intact against 
the competition that monopoly creates 
or encourages. 


These ideas are at variance with 
the theory generally accepted during 
the years when prices were going up, 
but I do not believe any one would 
question them today. The theory was 
that the legal right to a fair return, 
the nominal monopoly enjoyed by the 
utility, and the protection supplied by 
state commissions put such issues in 
a class comparable to government 
bonds. Unquestionably, that is what 
many investors believed, and in some 
instances were led to believe. 


U would be highly desirable if there 
were any foundation for this belief, 
but experience has shown that it was 


only another theory. Utility issues 
have followed those of the industrials 
and other competitive groups into the 
general decline. Advantages claimed 
for them have proved powerless to 
check the march of economic forces, 
with the result that investors now are 
questioning the value of monopoly 
and asking what regulation does for 
them. 

Fluctuation was to have been ex- 
pected in the highly speculative hold- 
ing companies, more or less removed 
from the control of the utility com- 


missions. But why should it occur 
in the operating companies, even in 
those instances where earnings have 
been well maintained? Since invest- 
ors may be expected to put their faith 
in the same theory again, on the as- 
sumption that government somehow 
stands back of utility issues, what is 
to be done to protect them? How are 
these issues to be stabilized? 

In attempting to answer these ques- 
tions it seems to me that the first 
essential is to recognize that the prob- 
lem is not solely one of keeping prices 
and earnings from going down. An 
equal part of it is to keep them from 
going up; to prevent sharp speculative 
increases. That is what is meant by 
stabilization. Any program that will 
work now should have been put into 
effect long before 1929. It must be 
shaped for good times if it is to be 
effective in the situation we are facing 
at the present. 


S lie point is emphasized because 
a disposition is developing in 
some circles to hold regulation respon- 
sible for the declines in the prices of 
securities, or at least to look for relief 
to the state utility commissions. Yet 
no one would say that regulation 
forced prices up a few years ago 
to levels unjustified by earnings. On 
the contrary, the complaint at that 
time was that the commissions were 
interfering with normal progress, 
whenever they tried to call a halt. 
Now some investors are complaining 
that there was not enough of this 
interference. 

Obviously, if the state commissions 
are to have the power to uphold 1n- 
vestment values, they should have the 
power also to curtail increases, par- 
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Utilities Must Revive the Competitive Spirit 


= pvtzss they [the utilities] can revive the 
competitive spirit I do not believe the 
state commissions can do much for them in 


the stabilization of their security issues. 


Th @ 


power and light corporations are now at a 
crossroads comparable to that passed over and 
ignored fifteen years ago by the steam railways, 
when motor truck and bus developments were 


in their early stages.” 





ticularly those of a speculative nature. 
With few exceptions they did not 
have that power in the years prior 
to 1929, and they do not have it now. 
It is true that some measure of con- 
trol may be exercised by all of them 
over new security issues by rate regu- 
lation, but it is an after-the-fact con- 
trol and it is unsatisfactory. 

This lack of primary power, in my 
opinion, is the default which makes 
inevitable the chain of circumstances 
leading to most of the conflicts be- 
tween utility managers, their custom- 
ers, and the commissions. We have 
been putting off until the last moment 
the common interest which is the 
foundation of all business, until cer- 
tain special interests have been satis- 
fied, or think they are. If we can 
settle this last question first I believe 
many of the others will settle them- 
selves, and some will not arise at all. 


HIs can be done, I believe, by giv- 

ing to the state commissions the 
power to disapprove any proposed 
utility issue for cause. I am not sug- 
gesting state sanction or approval, for 
that might be regarded by investors 
as tantamount to guaranty, and cer- 


tainly it would lend itself to exaggera- 
tion by security salesmen. The right 
merely to disapprove could not be put 
to such speculative uses. 


Bisse is now a tendency in all the 
states toward granting such pow- 
er to the commissions, and the recent 
legislation in Washington is in the 


same direction. I think the utilities 
have much to gain by supporting it. 
Among the possible advantages is a 
complete change in the points of view 
of both the commissions and the utili- 
ties, which would eliminate many 
vexatious questions at the source. 

To put this in other words, I be- 
lieve we can establish the same iden- 
tity of interest as to new security is- 
sues that we have established in prin- 
ciple as to rates. Originally the pur- 
pose of monopoly in any line of busi- 
ness was to make more profits by in- 
creasing prices to the public. The 
utilities were the first to discover that 
this system stopped itself. At a cer- 
tain point customers began to decrease 
more rapidly than prices could be 
forced up. 

The policy then was adopted of 
seeking profits from an ever-increas- 
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ing number of customers through 
lower prices. In principle there has 
been no conflict between the utility 
commissions and the utility manage- 
ments on this point. The disagree- 
ment has been merely one of degree 
—how rapidly and just when and 
where rates should be reduced. The 
only thing that has kept the commis- 
sions and the utilities apart has been 
the question of capitalization. 


| Fy us see what might be expected 
to happen if this question could 
be approached in a cooperative man- 
ner. The spirit of litigation has dom- 
inated utility regulation in the past. 
Commissions have been compelled to 
hand down decisions with an eye to 
the constitutional and statutory rights 
of the utilities—what the courts would 
uphold. This, as everyone knows, is 
not always what is best for the busi- 
ness or its customers. It is not sound 
regulation. It has a tendency to 
maintain things as they are and to 
prevent progress. 

Even an individual, such as the 
corner grocer, may fight off a change 
in his methods by legal means long 
after the need for it has been dictated 
by sound economics, which is only an- 
other term for common sense. A big 
corporation can prolong such a battle 
almost indefinitely. Knowing this, the 
commissions have been driven to com- 
promise and expediency, and doubt- 
less in some cases to coercion. In the 
nature of things their thinking could 
not be concentrated judicially on the 
merits of a given case. 

The utilities, likewise, have been 
standing in their own light. Setting 
out primarily to defend legal rights, 
they have developed the monopolistic 


point of view to an extent that has 
almost completely blinded them to the 
need for competitive thinking. The 
pyrrhic victories resulting have forced 
them to repeated appeals to the com- 
missions, and kept many on the de- 
fensive with their customers. 


— Ts have been upheld, but in the 
process the markets underlying 
these rights have been invaded and in 
some instances destroyed. Natural 
gas is crowding into the great indus- 
trial states of the east. Privately 
owned power and light plants with 
Diesel prime movers in small unit 
series are being installed in New 
York hotels, to say nothing of manu- 
facturing plants. This competition 
cannot be regulated. It must be met. 

There is a vast distinction between 
an effort to get business and an effort 
to maintain a monopoly, however pub- 
lic spirited the latter may be. Com- 
petitors have a way of meeting situa- 
tions before they arise, anticipating 
the demands of customers, and pio- 
neering for new markets or new uses 
for their products or services. For 
many years the utilities led the indus- 
tries of the nation in this sort of de- 
velopment work, and that alone ac- 
counts for their extraordinarily rapid 
expansion. 

The statement that they are not 
leading today is not made in a critical 
sense, but dispassionately, and from 
the record. Unless they can revive 
the competitive spirit I do not be- 
lieve the state commissions can do 
much for them in the stabilization of 
their security issues. The power and 
light corporations are now at a cross- 
roads comparable to that passed over 
and ignored fifteen years ago by the 
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steam railways, when motor truck and 
bus developments were in their early 
stages. 


} greeted competition at that 
time by the railways would have 
put them in a far different position 
today with respect to highway trans- 
port. Half the time, effort and money 
expended to block the development of 
the motor truck and bus would have 
given the railways control of this 
form of transportation, or a large 
share of it. But instead of using the 
freedom of the highway unit to have 
their own alleged fetters stricken off, 
the railways have put all their energies 
into the effort to fetter the truck and 
the bus. They have been fighting 
competition instead of trying to meet 
it. 

In this fight and in much of what 
is being done today by the power and 
light utilities, the tendency is to forget 
about the consumer, and that is fatal. 
What he wants, in the long run, deter- 
mines the life or death of any in- 
dustry. Laws and regulations may 
cause delay, but they cannot prevent 
it altogether. This is merely another 
way of saying that economic forces 
cannot be blocked indefinitely by spe- 
cial interests, nor yet by an erroneous 
conception of the public interest. The 
public has a way of deciding for itself. 

Delay was to the advantage of the 


utilities under the original theory of 
how a monopoly works. The longer 
they could hold off proof of actual 
costs the longer they could enjoy 
higher rates. It was this fact that 
gave rise to the present complexity 
of utility bookkeeping. The same 
thinking, or lack of it, opened the 
door to such abuses, now generally 
discredited, as exorbitant fees for 
management and other disastrous 
practices of the holding corporations. 
Speculation stepped in ahead of pro- 
duction. 


| required the invasion of compe- 
tition to show utility managers 
that the delay once regarded as all 
important is now likely to be fatal. 
This development would have come 
even more rapidly, in my opinion, if 
there had been no depression. I be- 
lieve such competition may be expect- 
ed to increase as general conditions 
improve. Speed in determining actual 
costs is now therefore as essential to 
the interest of utility owners as it 
has always been to the interest of the 
consumer. 

The utilities can help the commis- 
sions to help them by throwing the 
weight of their influence back of in- 
telligent and capable commissioners, 
and by codperating instead of fight- 
ing with them. As a specific step 
in this direction I would suggest uni- 


“THE utilities have been standing in their own 
q light. Setting out primarily to defend legal rights, they 
have developed the monopolistic point of view to an extent 


that has almost completely blinded them to the need for 
competitive thinking. The pyrrhic victories resulting have 
forced them to repeated appeals to the commissions, and 
kept many on the defensive with their customers.” 
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form and simplified methods of book- 
keeping. Competitive developments 
indicate that in many sections down- 
ward revision of the industrial rates 
will be necessary if the utilities are 
to protect their investors and hold the 
business. That will reopen the whole 
question of the cost of furnishing 
domestic service and the proportion it 
should pay. 

One of the greatest services that the 
state commissions can render to the 
utilities, in my opinion, is in the 
speeding up of action on appeals for 
changes in the rate structures and 
other matters that come before them. 
If the utilities want to develop the 
competitive spirit the commissions 
can help them, and I think this is 
being generally recognized. They 
cannot get into real competition so 
long as their best minds are using 
up their energies in litigation. 


, I ‘HE right to disapprove security 
issues would accelerate this move- 


ment toward co6peration, in my opin- 


ion. It would give the commissions 
advance knowledge of what the utili- 
ties are planning in the way of ex- 
pansion and change. There would be 
less history and more business in the 
hearings, a meeting of minds in places 
where now there is conflict. The 
utilities could expect and I believe 
they would get every possible aid in 
the meeting of situations before they 
became acute. 

That, in the last analysis, is the 
only thing that will stabilize earnings. 
Nothing else that can be done by the 
commissions or the utilities will be of 
any avail in sustaining security prices 
if earnings are subject to wide fluctua- 
tions. Monopoly can be guaranteed 
only as to existing developments, and 
then only so long as it serves the pub- 
lic interest. It cannot look into the 
future and foresee discovery and in- 
vention, and the commissions cannot 
prohibit or control these great human 
forces. If they are to be met and 
harnessed it must be by the industry 
itself. 





| hw in favor of the continuation of the policy of private ownership 
and operation of the railroads, subject always to reasonable and 


constructive Federal regulation. 


We should not forget that under 


that system of operation and ownership, with governmental regulation, 
there has been built up in this country the largest and most effective 
system of transportation by rail in the world. We should be slow to 
change what we have for a system which, where actually tried, has 
been more productive of failure than of success. 


—DANIEL WILLARD, 


President, Baltimore & Ohio Railroad Co. 
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PROMINENT FIGURES AMONG 


The New Deal Planners 
e 


A few of the men who are responsible for initiating 
and carrying out present governmental policies affect- 
ing directly or indirectly the utility industry. 


This is the sixth of a series of pictorial supplements to Pustic 

Urtiities FortNIGHTLY that portray commissioners, utility leaders, 

legislators, advisers, and economists who play important roles in 
our econognic and social development. 


International 
Dr. Rexford G. Tugwell 


UNDER SECRETARY OF AGRICULTURE 
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dee 


Adolf Augustus Berle, Jr. 


CHAMBERLIN, NEW YORK CITY 
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Harris & Ewing 


Hugh S. Johnson 


NATIONAL RECOVERY ADMINISTRATOR 
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From a photograph made especially for PuBLic UTILITIES FORTNIGHTLY 


James M. Landis 


MEMBER, SECURITIES AND EXCHANGE COMMISSION 
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From a photograph made especially for Pustic Utitities FortniGHTLy 


David E. Lilienthal 


POWER DIRECTOR, TENNESSEE VALLEY AUTHORITY 
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Arthur E. Morgan 


CHAIRMAN OF BOARD, TENNESSEE VALLEY AUTHORITY 
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Underwood & Underwood 


W. M. W. Splawn 


MEMBER, INTERSTATE COMMERCE COMMISSION 
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ae 


From a photograph made especially for Pusiic Utirities FortNiGHtTLy 


Donald Richberg 


GENERAL COUNSEL, NATIONAL RECOVERY ADMINISTRATION 
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international 


Professor George F. Warren 


ADVISER TO TREASURY DEPARTMENT 
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From a photograph made especially for Pustic Uritities FortNIGHTLY 


Mordecai Ezekiel 


ECONOMIC ADVISER TO THE DEPARTMENT OF AGRICULTURE 


386 





PUBLIC UTILITIES FORTNIGHTLY 


From a photograph made especially for Pustic Utitities FortNIGHTLY 


John Dickinson 


ASSISTANT SECRETARY OF COMMERCE 
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ESS a 


From a photograph made especially for Pustic Utitities FortNiGHTLY 


Milburn L. Wilson 


DIRECTOR OF SUBSISTENCE HOMESTEADS, INTERIOR DEPARTMENT 
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Underwood & Underwood 


Herman Oliphant 


GENERAL COUNSEL, TREASURY DEPARTMI 
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From a photograph made especially for Pustic Urtitities FortTNIGHTLY 


Dr. Frederic C. Howe 


CONSUMERS’ COUNSEL, AGRICULTURE ADJUSTMENT ADMINISTRATION 
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Henry T. Hunt 


GENERAL COUNSEL, FEDERAL EMERGENCY ADMINISTRATION OF PUBLIC WORKS 
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W ide 7 or. 


Professor Paul H. Douglas 


CONSUMERS’ ADVISORY BOARD, NATIONAL RECOVERY ADMINISTRATION 
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Our Anzmic Commissions 


Pallid form of utility regulation resulting from 

want of adequate financial nourishment as well 

as lack of a trained and professionally minded 
- personnel. 


By M. C. WALTERSDORF 


HE purpose of the present 
— of public utility control 

was to place upon a commission 
definite responsibility to protect the 
public against exploitation, and at the 
same time safeguard the earnings and 
credit of the utility companies. Owing 
to the monopolistic character of the 
utility business and the vital impor- 
tance of its service to the public under 
modern conditions of living, it soon 
became apparent that a system of ade- 
quate and effective regulation was 
needed. 

Over twenty-five years have elapsed 
since public service commission regu- 
lation of the modern type was first 
created—a system of public utility 
control which generally has been 
adopted throughout the country. 
Commission regulation of rates and 
service of public utilities was con- 
spicuously absent previous to 1907. 
Prior to that year there were few 
commissions that had control over 
public utilities, and such control as 
was exercised was of a limited type. 

In the meantime there have been 


tremendous corporate developments 
in the realm of technological improve- 
ments, consolidation and large-scale 
production, financial control, capital 
investment; and violent fluctuations 
in the price level have taken place, 
all of which have had a marked effect 
upon utilities. Aside from certain 
minor modifications in the public util- 
ity laws, and occasional changes in 
the personnel of the commissions, 
there have been practically no material 
alterations in the general system of 
control, particularly as it applies to 
service, accounting, security issues, 
and the fixing of reasonable rates. 


ft game to this development, those 
responsible for exercising con- 
trol have been confronted with new 


regulatory problems. The established 
routine of regulation under these con- 
ditions became obviously unfitted to 
cope with the character and methods 
of a changed industry. 

The original legislation sought to 
exercise public control over these in- 
dustries which are essential to public 
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welfare and are monopolistic in char- 
acter, and which are granted special 
public franchises. Regulation was 
substituted for the competition that 
in ordinary business was intended to 
protect the public against exploitation. 

The laws creating the commissions 
were backed by public opinion. Much 
public fervor prevailed at the time, 
and the new commissions proceeded 
with diligence to perform the duties 
imposed upon them by the statutes. 
They displayed zeal of action which, 
in some instances, gave the impres- 
sion of an anticorporate attitude. 

Procedures under the laws were 
promptly established to regulate the 
issuance of securities; uniform sys- 
tems of accounts were adopted; 
standards of service were established ; 
and rates charged for utility service 
were investigated to determine to 
what extent discriminations were 
practiced. 


Ame much was expected and 
the initial efforts of the commis- 
sions gave promise of distinct achieve- 


ments, opposition immediately de- 
veloped on the part of companies ; and 
politics soon entered the picture. 
Then the World War broke out ac- 
companied by abnormal economic 
conditions which imposed extraordi- 
nary burdens upon the commissions 
and the utilities. This was followed 
by the post-war period with its ad- 
justments, and the decline in public 
standards and diminished zeal for 
corporate control. Power and light 
companies particularly furnished ex- 
ceptional opportunities for exploita- 
tion and speculation. 

The possibilities for private profit 
through consolidations, reorganiza- 


tion, and the formation of holding 
companies continued practically un- 
checked. Public control suffered tre- 
mendously as certain factors contrib- 
uted increasingly toward the general 
inability of the prevailing system of 
regulation to cope effectively with the 
new conditions. 

While the public in general during 
this post-war era assumed an attitude 
of complacency toward corporate 
practices of all types, the companies 
succeeded to a considerable extent in 
freeing themselves from the restraints 
of regulation originally imposed. 


U’ to 1929 the inertia so apparent 
in the conduct of most commis- 
sions was accepted by the people large- 
ly as a matter of course—an attitude 
that unfortunately is all too character- 
istic of the American public regarding 
most phases of governmental adminis- 
tration. 

Beginning with the year 1929, 
however, the problem of utility regu- 
lation received more public atten- 
tion. Public officials, the press, and 
students of regulation became more 
critical. Conditions were revealed, 
notwithstanding the commissions, that 
in many respects were similar to those 
of the unregulated nineties when 
overcapitalization, financial manipula- 
tion, speculation, and corrupt practices 
flourished among the street railways. 

In comparatively few cases did the 
commissions prevent the developing 
abuses, and provide the public protec- 
tion that was expected of them under 
the initial statutes. 

Doubtless the revelations of the 
Federal Trade Commission did much 
to arouse criticism of the established 
type of control. The reports of this 
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body made known to the public abuses 
as to publicity and holding-company 
operations which were so flagrant 
that they attracted general attention 
and elicited words of condemnation, 
not only from the public but also 
from some of the more thoughtful 
leaders of utility and financial cor- 
porations. 

As a consequence of these condi- 
tions thorough-going investigations 
of the control and management of 
utility corporations were undertaken 
in some of the states. Numerous bills 
dealing with utility matters were in- 
troduced by legislators during the 
1929-1930 sessions, and the changes 
proposed to make regulation more 
effective were given a prominent 


place in the campaigns waged by 
many of the gubernatorial candidates. 


AS a result of this widespread pub- 


lic interest in utility problems, 
many remedies have been suggested, 
and in some cases adopted, which 
aimed to bring the processes of regu- 
lation in harmony with the operations 
and character of a changed industry. 
While several states have inaugurated 
changes in their regulatory policies, 
the record to-date is unimpressive and 
fails to show any considerable amount 
of achievement. On the other hand, 
however, these developments have in- 
dicated with considerable definiteness 
the regulatory changes that are need- 


ed and sooner or later may be insti- 
tuted. 

The effectiveness and success of 
state regulation of public utilities are 
determined not solely by the adequacy 
of authority under which the commis- 
sions function, but also by the char- 
acter and competency of their person- 
nel. If the personnel of a commission 
does not measure up to its task, the 
laws, although adequate, may be an- 
nulled in whole or in part. 

Commissioners should be secured 
and retained whose training and abil- 
ity are commensurate with the duties 
imposed upon them. They should 
consist of men who are or readily 
may become expert in this complex 
field of utility regulation. Undoubt- 
edly, this is one of the most urgent 
needs of present-day utility control. 
Effective regulation is not so much 
dependent upon form as upon the type 
of administration which determines 
its quality and character. 


—— good administration is a 
matter of good administrators. 
In all probability utility regulation 
could be improved enormously if 
trained and professionally minded 
men were appointed or elected to the 
state commissions. Such a_ goal, 
however, will not be realized until 
political considerations in the selec- 
tion of commissioners are eliminated. 
Moreover, their terms of office should 


e 


“OwInG to the large turnover on the part of commissioners 
it would appear that the commissions have served more or 


less as training schools. 


Little effort usually is made to 


utilize the experience gained by the incumbents through re- 
élections or reappointments, and consequently the tenure of 


office is all too short.” 
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be extended with reappointment ac- 
cepted as a matter of course in case 
of satisfactory service, and salaries 
increased to attract men of outstand- 
ing ability. 

Although some commissioners have 
made noteworthy contributions to the 
development of utility regulation, un- 
der existing circumstances such com- 
missioners are the exception rather 
than the rule. Public utility commis- 
sioners should be conscious of their 
public responsibility, and should be 
loyally devoted to furthering the in- 
terests of the public. They should be 
intelligent, fair-minded, and imbued 
with the belief that they are perform- 
ing a public service, and are the trus- 
tees of the interests of the public. 
They should be in strict sympathy 
with the idea and spirit of regulation, 
assume a courageous and aggressive 
attitude, and adopt constructive ad- 
ministrative policies. The primary 
aim of safeguarding the consumer in 
securing adequate and dependable 
service at reasonable rates must not 
be placed in a position subservient to 
maintaining the credit of the utilities. 
Both are essential, and it is important 
to preserve that nicety of balance be- 
tween the two which effective regula- 
tion demands. 


iy twenty-six of the states commis- 
sioners are appointed, while in 
twenty-one they are elected. The 
movement in recent years for fewer 
commission members at least suggests 
the appointment of commissioners, 
but the question as to whether com- 
missioners should be appointed or 
elected is still a mooted question. 
Under the appointive system, there 
has been a tendency on the part of 


commissioners to grow aloof and be- 
come more responsive to the demands 
of companies than considerate of pub- 
lic interests. On the other hand, if 
commissioners are elected they are 
apt to pay too much attention to 
politics and party considerations. 
Under either system there have been 
some of the most active and enter- 
prising commissions as well as some 
of the most inactive and unenterpris- 
ing ones. 


i igen a first-class governor the ap- 
pointive system is likely to result 
in the better commission, but if a gov- 
ernor is not efficient, the elective sys- 
tem no doubt will bring about better 
results. A governor who is eager to 
serve the public interests and who is 
inclined to investigate and consider 
the qualifications of men is more 
likely to secure the right sort of 
commissioners than voters acting 
through primaries and elections. 

Under either system the relatively 
short tenure of office, and the fre- 
quent change in the commission per- 
sonnel has been a decided disadvan- 
tage. The opinion seems to be fairly 
unanimous that the frequency with 
which commissioners succeed each 
other is a serious handicap to our 
regulatory system. 

The normal tenure of a commis- 
sioner should compare more favor- 
ably with that of a judge on the 
bench. Often when commissioners 
approach the grade of specialists or 
attain proficiency, they retire either 
voluntarily or through failure of ap- 
pointment or election. This results 
in constant interference as changes in 
administration occur. So long as 
there is a likelihood of such instabil- 
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Character and Competency of Commission Personnel 


66 | ‘HE effectiveness and success of state regulation of public 
utilities are determined not solely by the adequacy of au- 
thority under which the commissions function, but also by the 


character and competency of their personnel. 


If the personnel of 


a commission does not measure up to its task, the laws, although 
adequate, may be annulled in whole or in part.” 





ity in office, the task of securing 
highly capable and efficient men is 
made more difficult. 

Owing to the large turnover on the 
part of commissioners it would ap- 
pear that the commissions have served 
more or less as training schools. 
Little effort usually is made to utilize 
the experience gained by the incumb- 
ents through reélections or reappoint- 
ments, and consequently the tenure of 
office is all too short. This factor is 
not very encouraging when it is borne 
in mind that owing to the complex 
and technical character of the duties 
of a commissioner, it possibly will 
require three or four years for the 
average appointee to acquire the ex- 
perience and information necessary to 
perform satisfactorily the duties of 
the office. Since the average length 
of tenure usually is about four years, 
it is obvious that the major part of 
the period of service is devoted to 
learning the duties of the office. 


A NUMBER Of the states impose re- 
striction as to political status 


and residence. Although such re- 
quirements may have good intentions, 
doubtless many of them are uncalled 
for. Too frequently commission mem- 
bers have been selected because of po- 
litical connections, and thus have been 
more or less subject to the influence of 
party leaders and politicians. This 
tendency toward political emphasis is 
much too common and should be di- 
vorced entirely from utility regulation. 

The commission is an administra- 
tive arm of the legislature. Its func- 
tions are prescribed by legislative acts. 
If it is designed that politics shall 
enter into the situation, naturally the 
halls of the legislative bodies afford 
a splendid opportunity for political 
maneuvering and decisions. As a 
matter of principle, however, the 
commission itself should be aloof 
from politics, and any provisions or 
requirements that tend to cultivate 
this political tendency should be abol- 
ished. To all intents and purposes 
this may seem impossible of achieve- 
ment, nevertheless an effort should be 
made to attain this goal. 
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If there were greater appreciation 
of the qualifications required for this 
office, all such political restrictions 
might be eliminated with advantage 
to the public. The personnel of a 
commission should possess a combina- 
tion of legal, engineering, economic, 
and administrative training, and 
above all sound character. Such a 
combination of qualifications follows 
from natural endowment and profes- 
sional training and can be developed 
only through years of experience in 
utility regulation. 


NCE the office of commissioner 

was regarded as a high calling 
and a public profession as it unde- 
niably should be, political status, resi- 
dential requirements, and even state 
citizenship could be relegated to the 
category of nonessentials. The ap- 
pointing authorities then could look 
about for properly qualified commis- 
sioners as few of the more progressive 
states have done in filling other pro- 
fessional administrative positions in 
the field of charities, correction, edu- 
cation, and public health. 

Some states have recognized that 
various types of training or experi- 
ence should be represented on the 
commissions, and therefore have spec- 
ified through their utility laws that 
certain qualifications be required of 
commissioners. Other state laws, it 
seems, prescribe no special qualifica- 
tions. Even where a wide range of 
qualifications for the office of com- 
missioner is specified in the law, a 
solution is not afforded. No doubt 
few men would be considered serious- 
ly for appointment who would not be 
able to qualify under one specified 
qualification or another. 


Certain qualifications such as abil- 
ity and administrative experience, 
which are so essential for this posi- 
tion, would have to be broadly inter- 
preted no matter how carefully the 
law on these requirements might be 
drawn. Again state statutes ordinar- 
ily prescribe no qualifications as to 
actual experience in commission regu- 
lation. Thus far, it seems, experience 
on regulatory bodies has played prac- 
tically no part in determining the 
selection of a commissioner. 


A SURVEY of the records of com- 
missioners shows that relatively 
few of them have actual regulatory 
experience prior to their appointment 
to commissions. It is believed that 
the law pertaining to this phase of 
regulation should be drawn broadly, 
and reliance ultimately placed on the 
discretion of the appointing officer 
and public opinion with regards to 
the appointment of suitable commis- 
sioners. 

Doubtless too little attention has 
been paid to the qualifications of the 
commissioners, either under the elec- 
tive or the appointive system. Ordi- 
narily, under the elective method tech- 
nical and semitechnical qualifications 
play a secondary role, or are subordi- 
nated entirely to vote-getting ability. 
Under the appointive system these 
appointments are looked upon fre- 
quently as political plums, or rewards 
for political service. 

No doubt governors would hesitate 
to nominate men for these positions 
who do not meet reasonable standards 
of intelligence, personality, and busi- 
ness integrity, but the public recogniz- 
ing neither the technical requirements 
of the position nor the power which 
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is wielded by commissions accepts 
appointments with a quiescent or pas- 
sive attitude. 

Comparatively few states have dis- 
played evidences of an alert public 
opinion which would impose whole- 
some restraint on the appointing au- 
thorities. Naturally if legal restric- 
tions are not practicable, and if the 
public is indifferent and uncritical, the 
opportunity presents itself for ap- 
pointing men without promise of 
competence or special merit. 


OREOVER, regulation has suffered 

from the results of under- 
financing. Unless a commission has 
adequate funds at its disposal so it 
can employ a staff large and compe- 
tent enough to cope with the added 
burden of work imposed upon it in 
recent years, it is helpless before the 
array of legal talent and experts 
which the public utilities can com- 
mand. 

Doubtless the lack of adequate 
funds at the disposal of commissions 
has been a decided handicap. The 
appropriations for regulatory pur- 
poses ought to keep pace with the 
importance and growth of the com- 
mission’s functions. If a commission 
is to perform its work well, it must 
be adequately financed. 

With the unprecedented growth of 
various types of public utilities, the 
state legislatures have increased the 


functions and activities of the com- 
missions, but they have neglected to 
increase appropriations sufficiently to 
enable the commissions to perform 
the new duties effectively. While the 
appropriations in many cases have 
been increased in recent years, these 
increases have by no means been ade- 
quate for the proper performance of 
the rapidly increasing functions of 
commissions. Even in cases where 
occasional increases in appropriations 
have been granted by legislatures, 
they presumably have been insufficient 
to cover adequately the expenses of 
these added functions. 


, H ‘HE amount of aggregate appro- 
priations for commission regula- 


tion compared either with the total 
value of utility property subject to 
regulation or the gross annual in- 
come of such property is relatively 
insignificant. As a result of these 
small budget appropriations, it is not 
surprising that serious gaps and many 
shortcomings in commission regula- 
tion exist. Obviously certain conse- 
quences inevitably will follow such 
parsimony. 

Under-financing ultimately will lead 
to inadequate staffs. If commissions 
are under-staffed they are unable to 
perform certain functions of regula- 
tion which are of major importance. 
In spite of the substantially increased 
work of the commissions, their staffs 


= 


“THE personnel of a commission should possess a combina- 
tion of legal, engineering, economic, and administrative 


training, and above all sound character. 


Such a combina- 


tion of qualifications follows from natural endowment and 
professional training and can be developed only through 
years of experience in utility regulation.” 
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in the main have been increased very 
little in size since 1920. 


appears that the staffs of most 
commissions have remained almost 
stationary in size, increasing or de- 
creasing by very few members during 
a period when there has been an 
enormous development and growth in 
the utility industry, and when addi- 
tional responsibilities have been placed 
upon commissions. Practically all 
commissions have suffered from this 
handicap. This is in evidence particu- 
larly when important rate cases arise 
involving valuations and audits. 

Various statutory duties and re- 
sponsibilities also may be neglected 
because of this condition. Many 
commissions make valuations only 
when demanded by a rate case. 

The staffs of many commissions 
lack the personnel necessary for the 
actual appraisal of public utility prop- 
erty. Generally valuations of util- 
ity property are not kept up to 
date. This in a large measure can 
be attributed to the lack of funds 
necessary to cover the expense of such 
work. In some cases it also may be 
due to the inherent difficulty of the 
task itself. In Vermont and Wiscon- 
sin the expense incurred in making 
property valuations is borne by the 
companies whose properties are evalu- 
ated. 


<es comparatively few commis- 
sions keep valuations up to date, 
it is not difficult to understand why 
sO many commissions fail to check 
annually the rate of return on utility 
property. 

Apparently only several of the 
states make an annual check on the 


rate of return.’ Some commissions 
make this check periodically while 
others make only occasional checks. 
In still other cases no systematic 
attempt is made to check the rate of 
return on fair value. 

Another function that has been 
neglected by commissions on account 
of limited budgets is investigation of 
rates. Comparatively few commis- 
sions, except in special cases, make 
investigations to determine the rea- 
sonableness of rates charged domestic 
and commercial consumers. With 
limited staffs and insufficient funds, 
they lack the facilites to perform this 
function properly. 


ECAUSE of this condition the dif- 

ferent commissions have also 
been hampered in checking valuations 
prepared by companies, conducting 
surveys of new construction projects, 
making field audits, and checking an- 
nual reports of operating expenses of 
companies. Commissions have like- 
wise been handicapped in satisfactor- 
ily administering the regulation of 
busses, which responsibility has been 
imposed upon them in recent years. 
Being underfinanced and lacking ade- 
quate staffs they are frequently un- 
able to inspect properly motor bus 
equipment so as to insure public 
safety and guard against the use of 
improper vehicles. 

Furthermore, there is an urgent 
need for research divisions in most 
state commissions. Such divisions 
should be established by commissions 
to study and investigate problems 
from a long-range viewpoint. At 

1 Arizona, District of Columbia, Illinois, 


Kansas, Maine, Michigan, Montana, and 
Wisconsin. 
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Inadequate Equipment of State Public 
Service Commissions 


“ . . few, tf any, state commissions are properly equipped to 


admumister satisfactorily the regulatory laws. 


If regulation of 


public utilities is to succeed, commissions must be equipped with 

permanent staffs of able experts sufficient in number to check 

carefully the records, reports, and petitions of companies under 

their jurisdiction, and take the initiative in making such investiga- 

tions and suggestions as may be necessary to improve and extend 
the service furnished the public.” 





present there is a general lack of re- 
search work on the part of state regu- 
latory bodies. Research work is seri- 
ously needed regarding such problems 
as cost accounting, valuation, meas- 
urements of efficiency, effects of con- 
solidations and mergers, standardiza- 
tion of rate schedules, and problems 
of service distribution and integra- 
tion of power systems. Ordinarily 
research work is not a part of the 
activities of commissions. In only 
a relatively few cases do state com- 
missions engage in this type of work.* 
There is an urgent need for research, 
in view of the great technological de- 
velopments that have taken place in 
the utility industry. Aside from the 
failure of legislatures to provide ade- 
quate appropriations for research 
work, it is probable that commissions 
themselves have failed to recognize 

2It is reported that Wisconsin, West Vir- 


ginia, and Illinois carry on some research 
while New York has research divisions. 


the need and importance of such 
studies. 


"i posses to this lack of finances 
commissions have also been un- 
able to codperate satisfactorily with 
other public authorities. In 1920 a 
plan was adopted providing for state 
and Federal coédperation, but it has 
been only partly successful. The chief 
reason for this failure can be ascribed 
to under-financing. Many commis- 
sions have suffered a hardship because 
of the distances codperating commis- 
sioners have had to travel to partici- 
pate in cases and the length of hear- 
ings involved. 

Another handicap to satisfactory 
cooperation has been the failure to 
furnish participating commissioners 
with transcripts of record needed in 
the preparation of arguments and 
briefs. In all such cases transcripts 
should be provided either by state 
or Federal appropriations. Possibly 
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Congress should make provision to 
cover the expenses of such records, 
particularly since the costs involved 
generally are very high and too bur- 
densome for the average state to bear. 

Inadequate financing has also been 
responsible in part, at least, for the 
failure of commissions to aid munic- 
ipalities in the preparation and prose- 
cution of cases. Owing to the absence 
of such aid municipalities and com- 
missions are placed at a competitive 
disadvantage compared with the ex- 
perts of companies. For the most 
part commissions render the munic- 
ipalities little or no aid. Because of 
this fact cities have largely been 
obliged to assume the responsibility 
of serving as an expert agency repre- 
senting the public in its relations with 
the utilities. This was one of the 


chief responsibilities of the commis- 


sion when it originally was created. 


WING to the judicial attitude 
which the commission has come 
to assume the municipalities have 
been compelled to carry the burden of 
conducting rate investigations. This 
important activity on the part of 
municipalities has become necessary 
in the determination of rates and the 
protection of the consuming public. 
The costs involved in conducting 
these investigations with the aid of 
high-priced experts and counsel has 
been burdensome, especially where de- 
termination of costs has been compli- 
cated by the combination of various 
public utilities. This has led to a 
decrease in the number of contest- 
ed cases, and judging from the an- 
nual reports of some of the utility 
companies and the investigations car- 
ried on by the Federal Trade Com- 


mission an increase in net earnings, 

Clearly one of the primary causes 
of ineffective regulation is the meager 
financing by the states of the public 
service commissions. This factor in 
itself explavis in a considerable degree 
the ineffectiveness of public utility 
control. Outside of California, IlIli- 
nois, and New York, which spend 
approximately one third as much for 
utility regulation as all the other 
states combined, the average expendi- 
ture per state is less than $125,000 
annually. This condition is bound to 
lead inevitably to the neglect of re- 
search, lack of initiative, and routine 
administration. It also places upon 
the municipalities the financial burden 
and responsibility of protecting the 
public consumer in rate cases. 


I ig is commendable for any state to 
practice economy and strive to re- 
duce public expenses, especially in 
view of the upward trend in present- 
day public expenditures. Although 
the necessity for economy in the ex- 
penditure of public funds should be 
kept constantly in view, such economy 
should not be carried to the extent 
of hampering public service. Each 
state commission at all times should 
be equipped with a staff and expert 
assistants large and sufficiently com- 
petent to perform all the regulatory 
functions which have been imposed 
upon them and which are in the in- 
terests of both the public and the 
utility companies. The maintenance 
of such an equipped organization 
would be in the interests of the public, 
and in the nature of the case a wise 
investment. 

If the desire to practice economy 
in any instance on the part of legis- 
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latures has been responsible for the 
inadequate appropriations made for 
this purpose, it would seem advisable 
from the standpoint of a sound public 
policy to economize in the expenditure 
of public funds along other lines. 

Public benefits are bound to follow 
strong state commission regulation. 
Under such conditions cases can be 
adequately handled. This may be 
effective in producing warranted rate 
reductions which will save the con- 
sumers of the state an amount many 
times greater than the annual sum 
appropriated for regulation of utili- 
ties. 


A COMMISSION should be endowed 
with broad general powers, 
properly financed, and equipped to 
cope with the rapid changes that have 
characterized and no doubt will con- 
tinue to characterize the art of render- 
ing public service. With the increas- 
ing scope of utility activities and the 
growing significance of utility service, 
the problem of control becomes more 
involved and more essential to the 
well-being of the public. 

A small inadequately financed staff 
of engineers and accountants under 
static conditions might carry on the 
administration of regulatory laws in 
a routine and perfunctory manner, 
but would be entirely unsuited to per- 
form the duties under present-day 
dynamic conditions. 


“INADEQUATE financing has 


In case legislative bodies are unable 
or unwilling to provide the necessary 
appropriations for the proper per- 
formance of the duties of commission 
regulation, other methods of financing 
are available. Several states have 
adopted other methods to provide the 
amounts requisite for the satisfactory 
performance of commission responsi- 
bilities. These alternatives may not 
be more satisfactory in providing suf- 
ficient funds for regulatory agencies, 
but probably they are workable sub- 
stitutes. 


NUMBER of states adhere to the 
policy of assessing the cost of 
all or part of the work of the com- 
mission upon the utilities, or those 
benefited by special investigations. 
No doubt costs of regulation assessed 
against utilities in turn are shifted on 
to the consumers of utility service. 
The effect of such shifting, however, 
would be to relieve the general tax- 
payer of this expense who, in all cases, 
is not a consumer and therefore does 
not benefit from regulation. Pro- 
ponents of this policy hold that this 
method is in line with the benefit 
theory of taxation and is equitable. 
It may be concluded that few, if 
any, state commissions are properly 
equipped to administer satisfactorily 
the regulatory laws. If regulation of 
public utilities is to succeed, commis- 
sions must be equipped with perma- 


= 


been responsible in 


part, at least, for the failure of commissions to aid munic- 
ipalities in the preparation and prosecution of cases. 
Owing to the absence of such aid mumicipalities and com- 
missions are placed at a competitive disadvantage compared 
with the experts of companies.” 
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nent staffs of able experts sufficient 
in number to check carefully the 
records, reports, and petitions of com- 
panies under their jurisdiction, and 
take the initiative in making such in- 
vestigations and suggestions as may 
be necessary to improve and extend 
the service furnished the public. 

Increased appropriations are ob- 
viously needed for staff purposes, if 
commissions are to be placed on a 
better regulatory basis. Substantial 
increases in funds must be made, if 
regulation is to become more effective. 
More than double the amount now 
appropriated by states for regulation 
would hardly suffice to meet adequate- 
ly the legitimate and justifiable de- 
mands imposed upon commissions 
under the statutes of the several 
states. 


V 7 HERE the financial condition of 
any particular state does not 


permit a material increase in appro- 
priations for this purpose, considera- 
tion should be given to the policy of 
assessing the cost of commission 
regulation against the utilities, or 
those benefited by special investiga- 
tions as some of the states have done. 
In view of the general expansion of 
commission activities, and the need 
for adequate facilities to meet these 
demands, this may be the only alterna- 
tive open to some of the states. 

Obviously without largely aug- 
mented staffs the commissions will 
have to continue as many of them 
are compelled to do at present, merely 
to pass on petitions, reports, rate 
changes, and such other matters as 
may arise without a thorough check- 
up. 

Under these circumstances regula- 
tion becomes largely routine and per- 
functory, lacks initiative, and con- 
sequently is ineffectual. 





HE Code of Fair Competition for the Trucking Industry affords 


the first real opportunity to stabilize trucking rates. 


Attempts 


to do so by the various state commissions, on the admission of the 
commissions themselves, have not been satisfactory. The commissions, 
in some cases, have jurisdiction only over intrastate common carrier 
rates. A lesser number of them attempt to regulate contract carrier 
rates. Some of them require only filing of tariffs, while others actually 
set the rates to be charged by truck operators. Such regulation has not 
minimized the efforts of the railroads to counteract truck competition 
by numerous reductions in their own rates. At best, state regulation 
has been spasmodic; it has been piece-meal and has been of doubtful 
benefit to the operators themselves, to the shipping public, or even to 
the railroads. 
—Tep V. Ropcers, 
President, Eschenbach & Rogers, 
Scranton, Pa. 


404 





ppro- 
idera- 
cy of 
ssion 


, Or 
stiga- 
done. 
mn of 
need 
these 
“rna- 


aug- 
will 
chem 
rely 
rate 
S as 
eck- 


ula- 


con- 











Remarkable Remarks 





“There never was in the world two opinions alike.” 


MILLARD TyYDINGS 
U. S. Senator from Maryland. 


WenpeELL L. WILLKIE 
President, The Commonwealth & 
Southern Corporation. 


ArTHUR Krock 
Author. 


Georce Otis SMITH 
Former chairman, Federal Power 
Commission. 


A. G. McKnicHT 
Director of Litigation, National 
Recovery Administration. 


RayMoOND MOLEY 
Editor, Today. 


Rexrorp Guy TuGWwELL 
Assistant Secretary of Agriculture. 


Puuspe A. BENSON 
President, National Association of 
Mutual Savings Banks. 


Harotp McGuciIn 
U. S. Representative from Kansas. 


—MonTAIGNE 


“The best we can hope for is not economic abundance, 
but economic health.” 


“It is obviously unfair to condemn an entire industry 


for the unsound financial practices of a few.” 


a 


“This is still a free country, and, despite some loose 
talk to the contrary, the President maintains no Ogpu.” 


¥ 


“I am still a believer in local self-government. If 
that is heresy, I am willing to let them make the most 
of it.” 

e 

“I think we shall hear more from politicians about the 

rights invaded by the (National Industrial Recovery) 


Act than from the courts.” 


Sa 


“At this moment, the process of recovery is under 
way. It has been achieved by measures already under- 
taken. This is no time to add complications.” 


¥ 


“I do not believe that people can be compelled to do for 
long anything that is alien to their national character, 
and I do not believe that there are any safe compulsions 
which may be used on human nature.” 


“Regulation of normal business activities, including 
matters within the scope of private management, en- 
forced disclosure of information, and matters of like 
purport, are socialistic in trend and will be harmful in 
effect.” 


“The people should not be insidiously forced into this 
nationalistic program by the use of money which has 
been appropriated to take care of emergency unemploy- 
ment but has been diverted for the primary purpose of 
nationalizing industry.” 
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Reducing the Expense 
of Regulation 


Suggested methods of avoiding long 
drawn-out utility rate litigation 


Proposats for reducing the cost of protracted rate 
hearings before commissions, known as the “index” 
and “rate control” plans discussed from a practical 
standpoint, and the benefits to be derived from these 
short cuts through codéperation between the regulatory 
authorities and the companies considered. 


By LAURENCE W. LOUGEE 


T is the belief of many public util- 
I ity officials that a turning point 
in the recent downward trend of 
conditions affecting public service 
corporations has now been reached. 
During the last few years public 
utilities have occupied a defensive 
position as the result of an adverse 
public opinion. It becomes increas- 
ingly apparent, however, that popular 
discussion centering around rigid gov- 
ernmental control of various ex- 
changes, the establishment of a bi- 
metallic monetary system, and the 
permanent regimentation of industry, 
will in the immediate future tend to 
distract considerable attention from 
the criticism now being directed at 
public utilities. The breathing spell 
thus offered should be one of con- 
structive planning on the part of man- 
agement. 

A public service corporation re- 
viewing present conditions finds itself 
confronted with various types of 
recently enacted regulatory measures. 


HESE laws, in general, provide 
for: Increased rates in existing 
taxes; emergency taxes aimed solely 
at public utilities by the Federal, 


state, and local governments; new 
and expensive systems for keeping 
books—a matter heretofore supposed 
to be a question solely for managerial 
determination; new security laws 
practically stopping the flow of capi- 
tal much needed for refunding pur- 
poses; temporary rates yielding a re- 
turn of not less than 5 per cent—no 
consideration evidently being given 
to the fact that a company might 
have outstanding obligations requir- 
ing dividend or interest payments of 
6, 7, or 8 per cent, or that legal in- 
terest still remains at 6 per cent; and, 
for municipal competition with, or 
ownership of, any part of a utility’s 
existing system—a law which in the 
opinion of many opens the way for 
municipalities either to construct in or 
take over only those districts which 
have proved financially profitable. 


M2 companies are also faced 
with laws requiring them to 
meet the expenses incurred in regula- 
tory proceedings instituted by others 
—a procedure much like asking a con- 
vict to pay for the erection of the 
scaffold upon which he is to be 
hanged. The obvious purpose as well 
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as the net effect of all these new enact- 
ments is to decrease a company’s in- 
come while at the same time greatly 
increasing its operating expenses. It 
necessarily follows that every public 
utility company should give careful 
consideration to any plan which at- 
tempts to reduce the cost of such 
regulation. 

Public utilities and regulatory com- 
missions alike seem to be agreed that 
some solution must be found whereby 
proper service rates may be quickly 
determined without resorting to ex- 
pensive and long drawn-out litigation 
as is now the case. ; . 

Under our existing system it is not 
unusual to find a rate or capitalization 
case extending over a period of sev- 
eral years before the matter is finally 
concluded in the courts, and during 
that period the expenses incurred by 
the government and by the company 
may have run into many millions of 
dollars. 

It is submitted that such procedure 
could and should be remedied in a 
manner beneficial to all concerned. 


NDER modern practice both sides 

are capably represented by bat- 
teries of outstanding lawyers and 
accountants. Both sides select expert 
witnesses to testify in their behalf— 
experts who have gained national 
reputations as being on a particular 
side of the fence. Moneys belonging 
to both the government and the com- 
panies are literally poured into the 
laps of all these individuals, the tax- 
payer and the shareholder being the 
ultimate losers. If the taxpayer hap- 
pens to be a shareholder as well, he 
stands to lose doubly under such a 
system. 


The state has the added burden of 
meeting the expenses required to 
carry on the whole regulatory organ- 
ization, while the companies, during 
the greater part of such proceedings, 
are often minus the services of im- 
portant high officials. 

We recall a recent instance where 
the item under examination involved 
the majestic operating expenditure of 
20 cents for a telephone call. The 
question arose as to how this item 
had been apportioned between the gas 
and electric departments of the operat- 
ing company. Not being able to 
answer offhand, the expert witness 
and his corps of seven assistants 
were required to spend considerable 
time searching through their volumi- 
nous working papers, and during this 
period a score or more highly paid 
individuals whiled away their time 
until the momentous answer should 
be forthcoming. 


= illustrates how archaic the 
present system really is and it 
may very well account for the attitude 
of one rabid consumer who, after 
listening for hours to the mass of 
figures testified to by experts, finally 
stood up and shouted at the presiding 


commissioner: “We do not care 
about all those figures—just reduce 
our rates.” 

Although nearly all public utilities 
are forced to make rate reductions 
during business depressions, experi- 
ence has shown that service charges 
remain practically unchanged during 
prosperous times. A plan, therefore, 
which makes possible an increase in 
rates during periods of rising prices 
is one which at most only reaches an 
equitable result. If such an increase 
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or reduction can be accomplished 
without the elements of wasted time 
and money which now exist under 
present-day procedure, a goal long 
sought after by both commissions and 
companies will finally have been at- 
tained. 


CU is pleasing to note that as regards 
this matter we are not dealing only 
with theories. Already rapid strides 
have been made in the right direction 
and several of the more practical sug- 
gestions have even been carried into 
actual operation. Herein we shall 
attempt to set forth only two of 
these plans, the two around which 
much of the present-day discussion 
centers. For the sake of brevity they 
will be referred to, respectively, as 
the “‘index’”’ and “rate control” plans. 
It is interesting to note that both of 
these schemes are subject to widely 
varying opinions in one and the same 
rate case, further mention of which 
case will be made. 

As to the “index” plan, it may be 
stated that the use of indices, al- 
though unknown to many, has long 
been in our midst. However, until 
recently very little attention has been 
paid to their use in connection with 
valuations, and even now we find a 
dispute raging as to their proper 
application which can only be equalled 
in intensity by that still being waged 
over the questionable merits of the 


“straight-line” method of determining 
depreciation. 


HE Maryland Public Service 

Commission recently adopted the 
“index” plan in the case of Re Chesa- 
peake & P. Teleph. Co. of Baltimore 
City, which was decided on November 
28, 1933.4 Although many public 
utility officials agree with neither the 
method pursued nor the conclusions 
reached by the Maryland commission, 
they would still do well carefully to 
study the opinion rendered in that 
case. The reasoning back of the plan 
adopted by the Maryland commission 
is set forth in its opinion as follows: 


Both the company and the commission 
realized that to attempt to find the present- 
day fair value of the company’s property 
by the usual method of taking an in- 
ventory of all items of property owned 
by the company and pricing out those 
items at present-day prices would not only 
take at least two years of constant work, 
but would cost the company not less than 
$300,000 and cost the state a very sub- 
stantial sum. It was agreed that index 
numbers should be used in arriving at 
present-day costs. 


M3** of the public utility compa- 
nies in Maryland voluntarily 
agreed to this scheme; but the tele- 
phone company in the above case 
found it advisable not to submit to 
such a plan in its entirety although it 
did later make use of various indices. 

Consequently a rate proceeding in 
some respects similar to a present-day 


11 P.U.R.(N.S.) 346. 


e 


“UNDER our existing system it is not unusual to find a rate 
or capitalization case extending over a period of several 
years before the matter is finally concluded in the courts, 
and during that period the expenses incurred by the gov- 
ernment and by the company may have run into many 
millions of dollars.” 
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rate case began in earnest. Testimony 
filling nearly 6,464 pages was taken 
during thirty-six days, while 133 ex- 
hibits were placed on file by both 
parties. The result was, as might 
easily have been anticipated, that the 
commission ordered a reduction in 
- intrastate net revenues of approxi- 
mately $850,000. 

The procedure followed by the 
Maryland commission, to use its own 
words, is as follows: 

All the major utilities of the state, with 
one exception, had been valued by the 
commission in previous years, and in the 
one case valuation proceedings were being 
concluded. The commission applied stand- 
ard index numbers to the valuations pre- 
viously found in order to get present-day 
value of the properties, and computed the 
companies’ net earnings on the valuations 
thus indicated in order to obtain the rate 


of return on what could, for all practical 
purposes, be regarded as present-day value. 


f See commission formulated its 
own curve trend by taking a 
weighted average of 16 separate in- 
dices for prices of various commodi- 


ties and construction costs. Taking 
the whole value of all the price trends 
considered as indicated by the number 
31, it assigned a value to each of the 
individual price trends. The result 
was a price curve or ratio of prices 
which corresponded in nearly all par- 
ticulars with the Department of La- 
bor’s all-commodity index—the index 
used by the Federal court in this 
company’s 1925 rate case. This latter 
index, representing as it does the 
average price trend of 784 commodi- 
ties (the year 1926 being used as a 
basis of 100), has the outstanding 
quality of presenting a graphic picture 
of our country’s ever-changing price 
levels for raw materials. Whether 
the United States Supreme Court 


will sanction the use to which the 
Maryland commission has put this in- 
dex, is a question which must await 
future determination. 


[’ should be noted that one clear 
benefit to the companies can be 
gleaned from this index plan. The 
commission acknowledged a recent 
rise of 13.1 per cent in the all-com- 
modities index since December 31, 
1932, and correspondingly reduced 
the rate cut which it otherwise would 
have ordered. Since it is the declared 
policy of the government at Washing- 
ton to increase price levels, this plan 
of procedure might prove of con- 
siderable aid to utilities. It at least 
provides a possibility, at most remote, 
under our existing system, of using 
the same index to demand an increase 
in rates during times of rising prices. 
In other words, a commission adopt- 
ing such a scheme must realize at the 
outset that the plan may at some fu- 
ture time work to the advantage of 
the public service companies, just as 
it now works to their detriment. 

If the index plan is to be used 
extensively in the future, many prob- 
lems in regard to it must be worked 
out over a long period of time. Thus 
there is much to the argument that 
wages of labor should definitely figure 
in the make-up of such an index. 


WING to the technical character 

of the property used by public 
utility companies in their various 
fields of public service, it is submitted 
that an index peculiar to each such 
industry must be agreed upon by the 
parties concerned if such a plan is 
ever expected to be placed upon a 
firm basis. 
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Need of Rate Adjustments without Waste of 
Time and Money 


é¢ A PLAN which makes possible an increase in rates 
during periods of rising prices is one which at most only 


reaches an equitable result. 


If such an increase or reduction can 


be accomplished without the elements of wasted time and money 

which now exist under present-day procedure, a goal long sought 

after by both commissions and companies will finally have been 
attained.” 





The “rate control” plan is one re- 
cently suggested by the court itself. 
In this Chesapeake Telephone Case 
an appeal was taken to the Federal 
District Court of Maryland, and on 
May 11, 1934,’ the 3-judge statutory 
court filed a lengthy opinion disallow- 
ing the action of the Maryland com- 
mission. Although the real effect of 
this decision has as yet hardly been 
realized, it is the viewpoint of many 
officials that this case marks a turn- 
ing point in the situation now con- 
fronting public service companies. 

In the first place, the decision casts 
aside many of the generally acknowl- 
edged practices now prevalent in rate 
proceedings. Thus no specific allow- 
ance is made for going value although 
the court emphasizes that going value 
was considered as an important ele- 
ment in its valuation. 


#3 P.U.R.(N.S.) 241. 


i IKEWISE the whole decision stress- 
es the fact that historical cost, 
rather than reproduction cost new, is 
used in determining the rate base, but 
the court carefully reviews the par- 
ticular history of this company in 
arriving at such a determination. As 
the opinion states: 
_ We do not consider the cost of reproduc- 
tion so reliable for valuation of a public 
utility.as book costs (when the latter are 
accurate and complete and have been built 
up under conditions not greatly dissimilar 
to those prevailing at the time of the rate 
case, and likely to prevail in the near 
future) because it necessarily proceeds up- 
on hypothesis as contrasted with actualities, 
and is so greatly dependent upon estimates 
only, supported largely by merely expert 
opinions, and involves many highly specula- 
tive features. 


The district court held that the 
$850,000 rate cut ordered by the 
Maryland commission would amount 
to confiscation, and consequently en- 
joined its enforcement. 
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against the use of commodity indices 
in rate-cases coming within its juris- 
diction. In the case of Saugus v. 
Lynn Gas & E. Co.,® decided on April 
2, 1934, we find that department stat- 


I* its opinion the court decided that 
at most the company could stand a 
rate reduction of only $314,067 in 
its net revenues from intrastate busi- 
ness. However, it refused to express 


an opinion as to whether it would be 
wise public policy for the commission 
to reduce the revenues to that extent. 

It is interesting to note that the 
index plan as used by the commission 
is entirely discarded. The court 
states : 


The Supreme Court has been careful, 
in view of its distinctive function in the 
enforcement of constitutional rights, not to 
adopt any single or definite artificial rule 
or formula for invariable application in 
all cases. The judicial determination of 
what constitutes fair value must be deter- 
mined from the special facts and circum- 
stances of each particular case giving such 
relative weight to the several theories or 
methods of valuation in any particular case 
which the circumstances thereof properly 
require. 


HuS in discussing the average 

and weighted trends used by the 
commission, the court clearly empha- 
sized that: 


In either case there is the essential fallacy 
of assuming that an average trend of all 
prices, whether absolute or weighted, is a 
true index for the trend of construction 
costs of the special kind of property with 
which we are here dealing. Whether the 
valuation of telephone property is based on 
historical cost or reproduction new, it is, 
we think, obvious that the price change 
over a period of years can only fairly be 
reflected by developing a price ratio or 
trend for the costs entering into this par- 
ticular kind of property. It is quite erro- 
neous to assume that changes in the price 
level of certain commodities or the average 
of any number of commodities is similar 
to that of a particular commodity or prop- 
erty. ; f this valuation method is 
to be used at all, we think it entirely clear 
that the only proper use is that adopted 
by the company and not that used by the 
commission. 


| might be noted here that the 
Massachusetts Department of Pub- 
lic Utilities has taken a similar stand 


ing in its opinion: 

The notion that prices of services fur- 
nished by a public utility should rise and 
fall with the prices of other commodities 
is unsound. 

By way of constructive suggestion, 
the Federal court in the Chesapeake 
Telephone Case offered its own plan 
for cutting down the waste of time 


and money now prevalent under our 
present regulatory system. We refer 


to this as the “rate control” plan in- 


asmuch as the idea is merely to adjust 


the rate of return upon an established 
base. To use the court’s own words: 


The principle involved is that when a 
rate base for a utility has been once fairly 
established, changes in rates necessary from 
time to time in the interest of the public 
or the company, can nearly always be effec- 
tively made by adjustment of the rate of 
return, without the expense of a new valua- 
tion proceeding. 


he is necessary to the success of this 
plan that the rate base be estab- 
lished in such a manner as to vary 
only when property additions or re- 


tirements are actually made. Like- 
wise the amount of accrued deprecia- 
tion must be readily ascertainable in 
a definite manner. By using book 


cost and depreciation reserve the court 


believes it has satisfied both of these 
requirements. Thus by way of con- 
clusion it states: 


With the rate base reéstablished on the 
basis heretofore approved by the commis- 
sion (and accepted by the company prior 
to 1925) it is reasonable to anticipate that 
further valuation proceedings (with the 
expense and delay occasioned thereby) 
will be unnecessary and that future re- 
vision of the rates, if necessary, can well 


$2 P.U.R.(N.S.) 433. 
41] 





PUBLIC UTILITIES FORTNIGHTLY 


be related to adjustments of the rate of 
return to be allowed the company from 
time to time. 


[ necessarily follows that in order 
to put either of the foregoing 
plans, or in fact any scheme based 
upon similar objectives, into actual 
operation, the regulatory commissions 
and the companies must meet upon 


common ground. Concessions must 
be made by both sides. If the initia- 


tive is taken by the companies in re- 
gard to the establishment of any such 
plan as has been suggested, their 
action will result in the creation of 
a certain amount of good will as well 
as a material strengthening of their 
own economic position. 





According to the Newspapers— 


WLW’s new 500,000-watt equipment makes it (Cincinnati’s radio 
transmitting station) 10 times stronger than any of its 20 biggest 
rivals in the U. S. Most spectacular item is its antenna—a steel 
frame 831 feet tall, 35 feet thick at the middle, tapering up to a slim 
spire and down almost to a point. Total cost of the venture was 
close to $500,000. a cs 


RECENTLY published figures show that the electric bill of the average 

American family is $34.40 a year. That is less than 10 cents a day. 

Between 1929 and 1933 the average cost for domestic current dropped 

from 8 cents to 6.3 cents per kilowatt hour. Further reductions have 

been initiated by many large systems this year, and the 1934 cost will 
be substantially under last year’s level. 
* * 

Moror vehicles were responsible for the accidental death of at least 
30,500 persons in the United States oa’. 1933, according to figures 
just made public by the National Safety Council. 

In spite of fewer cars on the streets and lowered gasoline consump- 
tion, there were 1,000 more motor vehicle fatalities in 1933 than in 1932, 
an increase of 3.4 per cent. 

The figures are based on reports from 46 states, covering, in most - 
cases, an 1l-month period of 1933. Except for 1932, the 1933 total 
still remains the lowest since 1928, when 27,996 fatalities occurred, and 
compares favorably with the high figure of 33,675 reached in 1931. 

* * 


Rattway freight revenues per ton mile of the Class I railroads 
declined 21.8 per cent during the past thirteen years, whereas revenues 
per passenger mile declined 34.8 per cent, according to Dr. Julius H. 
Parmelee, director, Bureau of Railway Economics. 

Freight revenue per ton mile showed an almost steady decline from 
1.275 cents in 1921 to 0.997 cents in 1933. The decline for the whole 
period was 21.8 per cent, and from 1932 to 1933 it was 4.7 per cent. 

Passenger revenue per passenger mile declined from 3.086 cents in 
1921 to 2.013 cents in 1933. The proportionate decline was 34.8 per 
cent between 1921 and 1933, and 9.3 per cent between 1932 and 1933. 
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What Others Think 





Whither Are Electric Rates Drifting? 


HE late American comedian Ray- 

mond Hitchcock used to tell an 
amusing story concerning his “favorite 
cocktail.” After holding the attention 
of his audience for fully five minutes 
with detailed instructions for mixing the 
various ingredients, he would climax 
his recipe with the final remark: “And 
when it’s all finished, just chuck the 
bally stuff down the drainpipe and open 
a bottle of beer. It’s much better for 
you.” 

When utility rate experts go to such 
pains to analyze and interpret rate aver- 
ages, such as those developed by the 
United States Census of 1932 for the 
electric light and power industry, and 
then conclude with the admonition that 
rate averages are meaningless for com- 
parative purposes between different 
cities, we may feel just a little bit silly 
for having gone to the trouble of at- 
tempting to follow the numerous in- 
tricacies and distinctions that surround 
the understanding of such statistics. It 
may seem as if our instructors had 
climaxed a laborious period of logicai 
construction by telling us abruptly to 
chuck it all down the drainpipe and 
open a bottle of beer or something else 
equally irrelevant. 


HERE are, however, some experts 

who are devout followers of aver- 
age rate studies as indications of future 
rate trends. These include not only the 
“yardstick” school, who believe that a 
low rate in one section will bring pres- 
sure for lowering rates in other sections 
and that resulting rates will be reason- 
able enough, but those who employ 
average rate figures as the basis for 
studying the exact behavior of per cus- 
tomer usage with relation to average 
customer cost. 


R. L. Baldwin, of the engineering 
firm of Burns & McDonnell, has given 
us some interesting conclusions along 
this line, based on the 1932 U.-<S. 
Census figures. 

Mr. Baldwin directs our attention to 
the lower average price per kilowatt 
hour of current furnished for residen- 
tial service by municipal plants, as com- 
pared with the privately owned or com- 
mercial plant. 

This lower average kilowatt-hour 
price, he says, is “surprising since there 
are relatively few large municipalities 
supplied by municipal plants and it is 
natural that lower rates should be in 
larger cities.” 

Pointing to the figures, brought out 
by the Census report, showing that, 
with the exception of Pacific Coast 
states, the use per kilowatt hour per 
customer of municipal plants ranges 
from above 10 per cent to 20 per cent 
greater for the per customer use for 
private companies while the cost per 
kilowatt hour for the municipal custom- 
er ranges from an equal price in one 
instance (the South Atlantic division) 
to 21 per cent less than the cost of 
energy from private utility companies, 
Mr. Baldwin concludes: 


A study of this information also indicated 
so clearly that the use of electric energy 
was so much greater where the rates were 
low that the information for domestic serv- 
ice was plotted as a curve and additional 
information as to the use under higher and 
lower rates was added in order to extend 
the curve. The use in cities or towns 
where rates were known to be high was 
taken to extend the curve for high rates, 
and the use in Canadian cities, where rates 
were known to be very low, was taken to 
extend the curve for low rates. With this 
additional information it was possible to 
draw a curve which represents on the 
average the use that is now made by resi- 
dential consumers under various rates. 
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Mr. Baldwin admits that municipal 
systems have not developed power loads 
as they should have, but have catered 
to the large number of customers who 
are in the domestic and light commercial 
service group. Commenting on the fact 
that the general average rate per kilo- 
watt hour for total sales of all electricity 
sold to ultimate consumers is lower for 
the private systems (2.7 cents) than for 
the municipal plants (3.1 cents), Mr. 
Baldwin believes that the only explana- 
tion lies in the fact that municipal plants 
have not developed this power load. 


N a very interesting address before 

the recent sessions of the Institute 
of Public Affairs at the University of 
Virginia, P. M. Tuttle, of New York 
city, indicates that he is one of those 
who believes that rate comparisons do 
not lend themselves to ariy final con- 
clusions. He believes that the “Anglo- 
Saxon mind is obsessed by the concept 
of averages” and that in view of the 
dangers that obsession holds for us we 
should examine carefully the statistics 
derived from the U. S. Census figures. 
Mr. Tuttle referred to an explanation 
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of these figures made by Dr. Warren 
M. Persons, consulting economist of 
New York city, which appeared in the 
Industrial News Review for June, 1934. 
Dr. Persons rejects the prima facie 
advantage enjoyed by private companies 
over municipal plants which shows that 
they receive on the average of 2.7 cents 
per kilowatt hour, as compared with 3.1 
cents by municipal plants. 

Agreeing to some extent with the 
position taken by Mr. Baldwin, he 
points out that the average rate of the 
private companies is brought down by 
their far greater proportionate sales to 
large power users at very low rates. 
He prefers to confine the comparison, 
for what it may be worth, to that field 
of business where monopoly most com- 
pletely prevails and where the greatest 
number of consumers is concerned; 
namely, supply of energy for domestic 
purposes. Here he finds, according to 
the Census figures, that municipal 
plants hold a prima facie advantage 
over private plants, the former receiv- 
ing only a 4.7 cents per kilowatt hour 
average and the latter 5.62 cents per 
kilowatt hour. 
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ROBING a little deeper, however, Dr. 

Persons disputes the accuracy of the 
official data on the specific ground that 
certain municipal operations on the 
Pacific Coast reported as domestic sales 
several hundred million kilowatt hours 
of energy which actually represented 
sales to industry at the low rates pre- 
vailing for business in that class. If 
the returns from the Pacific Coast are 
excluded in respect of both municipal 
and private operations, the average for 
the former becomes 5.16 cents and for 
the latter 5.86 cents, an appreciable nar- 
rowing of the gap. 

More important, according to Dr. 
Persons’ analysis, is the matter of ad- 
justment for taxes, which he claims 
absorbed, in 1932, 10.88 per cent of 
the gross revenues of the privately 
owned companies in the United States, 
as compared with payments of 1.05 per 
cent of their gross receipts paid by 
municipal plants. Census figures give 
us these two percentages but afford us 
no certain means of allocating a proper 
part to the business of domestic supply. 
Consequently, Dr. Persons admits that 
we are in a field of estimate when we 
undertake to determine what the domes- 
tic consumer of a private company 
would have paid on the average for 
electricity if the tax burden had been 
no heavier than in the case of the 
average municipal plant. The total tax 
payments of private companies, as given 
in the Census, are composed of many 
diverse levels. If they were all based 
on the total gross receipts, we could 
allocate a certain amount to the do- 
mestic business on a strictly proportion- 
al basis. Since, however, they are in 
large part related to property values, 
there is reason to believe that the de- 
duction of taxes from receipts of do- 
mestic service ought to be a higher pro- 
portion of the total tax burden than 
the domestic receipts bear to total re- 
ceipts. This would certainly seem to 
be proper in the case of the special 
Federal levy of 3 per cent on the do- 
mestic receipts and those from users 
of small amounts of power. 


Mr. Tuttle says that “if we make a 
reduction of 31 per cent of the taxes 
paid, that being the proportion of total 
receipts of private companies derived 
from the domestic business, the munic- 
ipal plants still have the advantage by 
only by about one third of a cent per 
kilowatt hour—4.64 cents against 5 
cents. Such an adjustment, however, 
would reduce the private average below 
that of the municipalities in five of the 
nine sections of the country, including 
the important Middle Atlantic group.” 

Finally if we allocate to the domestic 
business 50 per cent of the tax burden 
on private plants, we find that the 
average rate charged by private compa- 
nies for domestic service throughout the 
United States might have been set as 
low as the comparable figure for munic- 
ipal plants. 


T this point, however, we run into 

the usual warning against relying 
too much on the comparison of rate 
averages. Dr. Persons tells us: 


The rates of one municipally owned plant 
are not a suitable yardstick for measuring 
the reasonableness of the rates of another 
municipally owned plant operating under 
different conditions, nor are the rates of 
one privately owned plant a standard for 
judging the reasonableness of another pri- 
vately owned or municipally owned plant. 
Among the factors of lesser importance 
which make a comparison of rates between 
cities inexact are differences among plants 
as to the continuity of service, free servic- 
ing and installation of equipment, free elec- 
tric light bulbs, etc. Some municipal plants 
furnish free street lighting and some get 
free office space in municipal buildings and 
free service by municipal employees paid 
by other departments of the city govern- 
ments. 


In order to obviate some of these 
difficulties, Dr. Persons computed and 
compared net monthly bills for varying 
amounts of energy (30, 40, 60, and 90 
kilowatt hours) in each of 24 cities 
served by municipal plants and in each 
of 24 cities served by private companies. 
If the average bills of the 24 private 
companies were reduced by 10 per cent 
to make allowance for taxes, they 
were found to be lower than the aver- 
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ages for the municipal plants, except 
for 30 kilowatt hours. This is some- 
what less than the proportional reduc- 
tion to which we have previously re- 
ferred, since taxes during 1932 actually 


amounted to more than 10 per cent of 
gross receipts for private companies 
throughout the United States. A com. 
parison in more detail is given in the 
following table: 


Comparison of Average Net Monthly Bills for Residential Service of 24 
Large Municipal Plants and 24 Large Private Companies—1932 


Net Monruiy BILts 


Private companies 
Private companies less 10% for taxes 
Municipal plants 


Commenting on Dr. Person’s esti- 
mates, Mr. Tuttle states that they do 
not afford conclusive proof of the 
superiority of private operations. He 
adds: 

They simply tend to show, in my opinion, 
that such statistics are readily available for 
either side and furnish no clear case for 
the contrary side. Nor do we find, when 
we leave the statistics and turn to general 
principles, any assurance that the electric 
power industry is, in its present state of 
development, generally fitted for inclusion 
in what students of public finance are accus- 
tomed to call “the public domain.” 


eb leads us to an _ interesting 
question that critics as well as ad- 
vocates of municipal ownership have 
often pondered: What will be the 
general tendency in rate making of 
publicly owned and operated plants as 
between the desire of the taxpayers to 
have high rates to relieve possible tax 
burdens and the desire of the rate- 
payers to have low rates for the service 
rendered. Reminding us of the funda- 
mental fiscal policy that when a part 
of industry is taken into the public do- 
main the return to the treasury must 
be not less than the amount of tax 
revenue thereby relinquished, Mr. Tut- 
tle says: 


So far as this is a question of maintaining 
prices for the product, there would seem 
to be no inherent difficulty in respect of the 
electric power industry; yet I can by no 
means conceive the problem to be easy in 
the typical case. If the governmental body 
were purveying energy at retail it would 
be dealing with the whole political constit- 


30 kw. hr. 


60kw.hr. 90 kw. hr, 


$2.97 
2.67 
2.80 


40 kw. hr. 
$2.22 
2.00 
2.03 


uency, and the danger of its returns being 
pressed below the former proceeds of taxes 
would, in my opinion, be very real. In this 
connection, it is interesting to recall recent 
complaints that too much revenue actually 
has been derived from municipal electric 
operations, the customers of which are said 
to be bearing too great a proportion of the 
municipal costs. If there are any such in- 
equalities, we may expect them to be all 
too speedily corrected. 

We ought, also, before leaving this mat- 
ter, to note that, even if the local finances 
are not dislocated by the inclusion of an 
electric system in the public domain, there 
_may be inconveniences to state and Federal 
treasuries which depend in part upon levies 
on corporation receipts or net income. 
do think that it is fair to point out that 
the fiscal problem should, theoretically, be 
less pressing in the case of an industry 
like the supply of electric energy, which 
is subject to the rule of increasing return, 
than in the telephone service, for example, 
where charges have to be raised as the 
network is extended. 


In other words, public operation of 
retail utility service in the widespread 
residential field is likely to be more sub- 
ject to ratepayer than taxpayer pres- 
sure, because there would be more of 
such ratepayers than substantial tax- 
payers. The converse of this proposi- 
tion would be that governmentally 
operated utility service to the limited 
but large customers in the wholesale 
power class is likely to be more subject 
to taxpayers’ pressure because there are 
more taxpayers than.ratepayers of this 
class. 


HIs raises the question of whether 
the cost of managing publicly 


416 





PUBLIC UTILITIES FORTNIGHTLY 








CD eae’ 
epee 





me 


COS, 


5 Se AN 


Montene ate age 
caste Ne 


2 
wii, FON 4 


CE 
ie 


PARTE PET, 
rs 
Le. ot tab 








oo 9 Te we orp ae ee tare 












































‘al 
ort. t-¢ 
Le ai tee 0h 


The Dallas Morning News 











HOG-TIGHT FENCE 


owned operations can be kept low 
enough to warrant a return equal to 
the tax return previously yielded by 
such property under private manage- 
ment without feeling pressure to raise 
rates against the consumer. Mr. Tuttle 
says that usually no account is taken 
of the great variations in administrative 


competency among our government 
bodies or of the available options in 
respect of public ownership (to wit: 
[1] public ownership with private op- 
eration; [2] private ownership with 
public operation; [3] public ownership 
and operation). Government genera- 
tion alone would involve comparatively 
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little demand on managerial talent, 
while government distribution would in- 
volve a great deal of it. Finally, there 
is the question of future technical im- 
provements. Mr. Tuttle says on this 
point : 

By and large, it has been the conclusion 
of economists that improvements are less 
likely to be as frequently developed or as 
speedily adopted by governmental bodies as 
by private proprietors. The answer, here 
again, must depend in part upon the nature 
of the operation. Taking the power in- 
dustry as a whole and admitting at once 
that its technique and its commercial 
arrangements have progressed far toward 
maturity during these last fifty years, there 
appears still so much to be done in the 
experimental field that one must have some 
reluctance in dispensing with whatever 
special urge private ownership may exert 
in that direction. I should suppose there 
would be general agreement that the func- 
tion of supplying water, for example, 
would, on this ground, as on most others, 
be turned over to public bodies with less 
misgiving than in the case of electric energy. 


oEs the welfare of the state de- 
mand uniform treatment of all 
citizens using the utility service, regard- 


less of cost, or can the state improve 
social conditions by performing certain 
services at less than cost? Mr. Tuttle 
does not believe that the majority of 
our citizens are so discontented with 
private management that they demand 
public management as the only effective 
way of getting reasonable rates. On the 
contrary, Mr. Tuttle believes that the 
average citizen is concerned only with 
the propriety of the profit earned by 
private ownership and is even willing 
to concede for the most part that purely 
managerial costs as such would be no 
less under public ownership. He says: 
The citizen who is discontented over his 
electric bill as a whole probably could not 
be persuaded to worry much about that 
part of it which goes for coal and labor 
and materials. He believes that, by and 
large, that money is carefully spent. What 
he is not so sure of is the propriety of 
the additional charge which must go to 
pay a return on the investment. He is 
perfectly willing to pay such a charge, but 
he may, pardonably, feel somewhat in the 
dark as to just what the rate ought to be 
and, especially, to just what base the rate 
ought to be applied. 


If this reasoning is sound up to this 
point, Mr. Tuttle has isolated the crux 
of the whole popular rate agitation. Let 
the Man on the Street be assured that 
the utilities are earning no more than 
a “fair return,” and he will be quite 
willing to leave the supervision of man- 
agerial expenditures to the state com- 
missions or other regulatory agencies, 
Thomas F. Woodlock, editorial con- 
tributor of The Wall Street Journal, 
had said just about the same thing in 
a more cynical vein, when he pointed 
out that utility critics in a certain city 
were not even satisfied by the fact that 
their electric rate was one of the lowest 
in the country, but were so tormented 
by the knowledge that the utility was 
still more prosperous than some in other 
cities that they demanded and received 
a reduction calculated to bring the re- 
turn “more into line.” Mr. Woodlock 
observed, “It isn’t how low or how 
high the charge for service is, but how 
much profit the company makes that 
seems to be the criterion for fixing the 
‘reasonable rate.’ ” 

Mr. Tuttle concluded his address 
with a specific recommendation—the 
continuous inventory plan now being 
tried in New York and Wisconsin. He 
thinks this may be just what is needed 
to regain universal public confidence in 
regulation. “Gold fish bowl” publicity 
of utility operations would enable the 
citizen to quiet his fears at any time 
he became alarmed that his utility com- 
pany was making too much. By speed- 
ing up rate procedure, he feels, this 
plan would go a long way toward re- 
vitalizing regulation. 

Of course, it will cost quite a sum to 
install Mr. Tuttle’s plan, but he con- 
tends that even if the expenses were 
to be much higher in perpetuity he 
should still recommend such an experi- 
ment. For, as he says, if the alterna- 
tive were to be a complete governmental 
monopoly there would be room for 
grave misgiving; and, if it were to be 
the practice of general governmental 
competition, we might be committed to 
an unpardonable waste of our national 
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wealth and condemned to even greater 
social strains than the problem has 


caused heretofore. 
—F, X. W. 


MunicipAL vs. Private Execrric Licut 
PLANTS AND THE Errect or Low RatEs. 
By R. L. Baldwin. Public Ownership of 
Public Utilities. March, 1934. 


Exrectric Rates—PrivATE AND MUNICIPAL. 
By Warren M. Persons. Industrial News 
Review. June, 1934. 


GOVERNMENTAL MANAGEMENT VERSUS REGU- 
LATION IN THE Evectric Power INnpustry. 
Address by P. M. Tuttle before Institute 
of Public Affairs, University of Virginia, 
July 11, 1934. 





Fine Points of Public Opinion 
Management 


T seems to be the consensus that if 
I public good will towards privately 
owned utilities in the United States is 
ever to attain a satisfactory high’ level 
it will have to be accomplished by the 
most painstaking and astute public rela- 
tions policy. Hostility to the utilities 
has been agitated to such a degree that 
everything a utility company or a utility 
holding company does in managing its 
affairs is likely to be interpreted in 
terms of public interest. 

A short while ago a prominent utility 
holding company displaced many of its 
banker directors with presidents of 
several of its operating subsidiaries. It 
was generally agreed that the step was 
taken to relieve the system from the 
current public aversion to banker man- 
agement at a time when holding com- 
panies themselves are the subject of 
public question. Notwithstanding the 
excellent opportunity this chance afford- 
ed for a statement of policy that would 
have attracted wide attention, the op- 
portunity was not capitalized. 


pence after this another holding 
company replaced its operating di- 
rectors with bankers, which would ap- 
pear to indicate that the company was 
becoming more of an investment trust. 
No public explanation was ventured for 
this change and the Electrical World 
editorially wondered why: 

Now nobody doubts that both these 
changes were the expression of well-laid 
purposes and plans. But these holding 
companies own many operating utility 
companies that belong to many people. 


There is a direct public interest in all that 
these two corporations do. Every reader of 
the newspaper, therefore, feels that he has a 
right to know. And there is a general re- 
action of suspicion or resentment whenever 
anything is done in the affairs of such or- 
ganizations that seems to be against the 
general expectation and desire. Since this 
is so, then why not make plain why every 
step is taken, why each move is made? 
Sound reasoning is soon _ recognized. 
Good planning wins quick approval. Wise 
management reflects itself when it is not 
masked by secrecy. There is no reason 
for withholding the facts one half as 
potent as the reasons why management 
today should be entirely frank. It is so 
easy to let the public understand, so hard 
to correct a false impression once it starts. 


TILITIES executives who would 

master the technique of public 
opinion management would do well to 
have a handy guide and study of pub- 
lic opinion recently published under the 
signature of Professor Harwood L. 
Childs, of Princeton University. Pro- 
fessor Childs’ book does not discuss 
public opinion management on _ its 
merits but is in the form of a “quick 
search” manual whereby one may put 
his hand on practically any authorita- 
tive work in this field. The chapter 
headings of this work are as follows: 


INTRODUCTION 
PLAN OF THE CoURSE 
SECTION : 
A The Political Significance of Public 
Opinion Management 
B Leaders and Managers of Opinion 
C Early Evidences of Public Opinion 
Management in the United States 
D The Development of Organized Opin- 
ion Management 
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E Economic Regimentation and Public 
Opinion 

F The Technique of Organizing Pressure 
Groups 

G Instruments of Opinion Dissemination 
—the Press 

H Instruments of Opinion Dissemination 
—the Radio 

I Instruments of Opinion Dissemination 
—Motion Pictures 

J The Strategy and Technique of Opin- 
ion Management 

K Official Propaganda in War Time 

L Official Propaganda in Peace Time 

M Freedom of Opinion and Censorship 

N Unofficial Management of Official 
Opinion—Lobbying 

O What is Public Opinion? 

P The Identification of Public Opinion 

Q Refined Methods of Identifying and 
Assessing Public Opinion 

R Statistical Methods of Tabulating and 
Presenting Opinion Data 


S The Scientific Method as Applied to 
the Study of Public Opinion and 
Politics 

T Factors Conditioning the Management 
of Opinion—Human Traits 

U Factors Conditioning the Management 
of Opinion—Culture 

V Factors Conditioning the Management 
of Opinion—Institutions 


Professor Childs’ work contains an 


exhaustive list of citations to author- 
ities on the various titles covered. 


—F. X. W. 


MAKE IT PLAIN TO THE PegopLe. Editorial, 
Electrical World. July 21, 1934. 


A REFERENCE GUIDE TO THE Stupy oF Pusuic 
Opinion. Compiled by Professor Har- 
wood L. Childs. Princeton University 
Press. Price $2.00. June 30, 1934. 





Radio News Competition with 
the Daily Press Projected 


VERY so often a new industry feels 

the pressure of possible competi- 
tion resulting from New Deal statutory 
enactments. The latest development in 
this direction is perhaps an aftermath 
of the enactment of the Communica- 
tions Act by which the radio broadcast- 
ing industry was placed under the regu- 
latory control of the new Federal Com- 
munications Commission. This com- 
mission was also given the duty of in- 
vestigating the various communications 
systems of the United States, including 
radio, with a view to improving their 
value generally to the citizens of this 
country. 

It is not unlikely that the commission 
will in the course of its investigation 
consider a new service proposed by one 
who is very active in securing the en- 
actment of the Communications Act— 
United States Senator Clarence C. Dill, 
of the state of Washington. Senator 
Dill on August 6th sent the following 
letter to the various radio broadcasting 
stations, in which he suggested the 
formation of a greater associated radio 
service : 
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On September 17th I shall address the 
National Association of Broadcasters at 
Cincinnati, Ohio, on the subject of “News 
by Radio.” I am anxious to know just 
what the individual stations are doing as 
to broadcasting news. I am writing you 
this letter to ask about your station. 

I have prepared a blank with certain 
questions for your convenience, and I 
would appreciate it very much if you would 
do me the favor of answering these ques- 
tions. Of course, if any of them ask for 
information you do not feel free to give 
or do not want me to use in a general sur- 
vey of this subject, I want you to tell me 
so. 
If you have time and are willing, I 
would appreciate a letter from you also, 
giving your views and experience as to the 
place that news broadcasts have on radio 
programs. 

Personally, I believe the American people 
want flashes and spot news by radio. 
Since the press associations refuse to allow 
the use or sale of their reports, it would 
seem the radio stations might well form 
a great associated radio service, planned 
and operated without profit, somewhat 
after the Associated Press or the United 
Press, such organization to be owned by 
the stations and managed by directors 
chosen by them. 

Recent developments of short wave tele- 
type machines would make it possible to 
keep down transmission costs and give ex- 
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clusive service to stations in the organiza- 
tion. 

Such a service would really be an aid to 
newspapers, because the newspaper will al- 
ways have its field as a journal and must 
always be depended upon to give detailed 
accounts and to keep permanent records 
of news events. 

Any comment you can give me on this 
whole subject, I shall appreciate. With 
best wishes, I am 

Sincerely yours, 
c.. c. Bal. 


NCLOSED in the letter, which was 
E carried on a government frank, 
was a questionnaire asking various 
radio broadcasters their experience and 
views on the broadcasting of news pro- 
grams. It will be recalled that some- 
time ago there was a conflict between 
the radio broadcasting industry and 
various press associations on the sub- 
ject of competition in furnishing news 
service to the public. As a com- 
promise, the Associated Press the Unit- 
ed Press, the International News Serv- 
ice, and the newspapers represented in 
the Publishers’ National Radio Com- 
mittee agreed to cooperate in creating a 
Press Radio Bureau which would pre- 
pare programs calling for 5-minute 
broadcasts morning and evening, and 
interspersed with bulletins of extraor- 
dinary news importance. Senator 
Dill’s letter was seen as a blow to the 
effectiveness of this compromise. 

James W. Barrett, editor of the 
Press-Radio Bureau, commenting on 
Senator Dill’s letter, said: 


Senator Dill is misinformed when he 
states that press associations do not fur- 
nish news bulletins to radio stations. The 
fact is that the Associated Press, United 
Press, International News Service, and 
Universal Service furnish to the Press- 
Radio Bureau the highlights of each day’s 
news in two reports, each sufficient for 
a 5-minute broadcast. In addition the 
bureau is furnished news of great interest 
which is given to broadcasters in bulletin 
form. Broadcasters get these reports for 
a nominal fee of $12.50 a month plus 
transmission costs. 


om days after the Dill letter was 
sent, the Editor & Publisher learned 
in Washington, D. C., of the formation 
of the American News Casting Associa- 


tion, an organization designed to fur- 
nish news bulletin service to radio 
broadcasting stations under the sole 
ownership of Arnold Kruckman. The 
association was expected to incorporate 
and to have Senator Clarence C. Dill, 
of Washington, as one of its executives. 
It planned to maintain branches in New 
York, Chicago, New Orleans, Los 
Angeles, Washington, and to codperate 
with Reuters, Ltd., international news 
gathering agency. 

At least one indication that the press 
will not take kindly to Senator Dill’s 
plans for radio news broadcasting was 
seen in an editorial published in Editor 
& Publisher severely criticizing the es- 
tablishment of any such new public 
utility service as an associated radio 
news service. 

In this editorial it was stated among 
other things: 

It is a brazen falsehood, of course, that 
the press associations “refuse” to allow the 
use or sale of their reports. As everyone, 
including Senator Dill, knows, they give 
their reports to the radio press bureau, for 
transmission under a prescribed and mutu- 
ally accepted code, to the public over the 
air, an entirely gratuitous service conduct- 
ed solely in the interest of the public, be- 
cause the press has recognized the right of 
the people to get certain information by the 
most rapid means. 

But the imaginative Senator has ideas 
which far exceed this method and he pro- 
poses a mutual radio news association, to 
compete with the existing press associa- 
tions, setting up a plan which he naturally 
hopes will be supported by the radio con- 
cerns. He bases this upon public advantage, 
but in our view it is a piece of demag 
of the first water. Just how the Senator 
fits into his big idea remains to be seen. It 
will be noticed that he was speaking “per- 
sonally” when he made the suggestion. 


HE editorial pointed out that radio 

broadcasting is inherently incap- 

able of assuming the newspapers’ ob- 
ligation to the public. 

Senator Dill recently made public his 

decision not to run for reélection to the 

Senate, indicating his desire to retire to 


private life. 
—F. X. W. 


Senator Ditt’s Bic Inga. Editorial. Editor 


& Publisher. August 18, 1934. 
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The March of Events 





Union Seeks Wider Fields 


AX public utilities in the United States, 
instead of only the electric light and 
power industry, with which it has previously 
been concerned, henceforth will be fields for 
organization by the Brotherhood of Utility 
Employees of America, by virtue of a deci- 
sion made at its recent first national con- 
vention in New York. 

This means a potential membership of 
2,225,000 in related industries including gas, 
telephone, telegraph, water supply, steam, 
street railways, electrified railroads, highway 
transport lines, privately owned fire and 
burglar alarm systems, and fire sprinkler sys- 
tems. 

“Provision in our constitution for taking in 
the workers in all these other industries,” said 
Bernard Lambe, newly elected president of 
the brotherhood, “does not mean that we 
are trying to force our growth unduly, but 
it means that we are laying solid foundations 
for inevitable upbuilding into a mighty and 
invincible industrial union.” 


* 
Survey Seeks Lower Rates 


HE Federal Power Commission has set 

out on its national survey which it hopes 
will mean more electricity for more people 
at lower rates, according to the Associated 
Press. 

Basil Manly, vice chairman of the commis- 
sion, said the survey would enable compila- 
tion and submission to the next Congress of 
the “most comprehensive and authentic ex- 
hibit of our power resources and possibili- 
ties ever made in this or any other country.” 

To obtain the necessary data, the commis- 
sion sent a questionnaire to private and mu- 
nicipally owned power plants throughout the 
nation. 

Each item covered in the survey, Mr. Man- 
ly said, was “essential to a complete and 
accurate showing of our generating system, 
transmission lines, present capacity, develop- 
ment possibilities, and future demands.” 

“Determining the nation’s power require- 
ments and how they can be most economical- 
ly and advantageously supplied is the primary 
purpose,” he explained. “Markets must be 
considered, as well as power sites that can 
be developed at reasonable cost, either by 
government enterprise or private capital. 

“One purpose is to establish and maintain 
that balance between steam and hydroelectric 


power which will give America the most de. 
pendable sources of energy at the lowest pos- 
sible rates.” 

The survey will include individual reports 
on all existing generating plants, maps show- 
ing location of plants, reservoirs, transmis- 
sion lines and substations, locations of pro- 
posed hydroelectric plants, operating expenses, 
and the like. 

Net energy available for ultimate consump- 
tion 1n each state also is called for. 


¥ 
Coal Men Challenge TVA 


HE National Coal Association recently 

called upon the Tennessee Valley Author- 
ity to make “a fair study and statement of 
all of the economic facts involved in the 
TVA program in relation to coal.” 

According to the Associated Press, this 
was the association’s answer to a letter from 
Arthur E. Morgan, TVA chairman, inviting 
it to participate actively with the authority 
in research into ways of expanding the -uses 
of bituminous coal. 

C. E. Bockus, president of the association, 
wrote Morgan, “It seems clear to us that un- 
employment brought about’ in the coal indus- 
try by the increase in hydroelectric energy 
would outweigh any ‘social regeneration’ 
planned by the TVA.” 

The association has been a severe critic of 
TVA. It recently distributed to the coal in- 
dustry a booklet. entitled “The Facts about 
the $1,000,000,000 Water Power Development 
of the Federal Government—the Menace to 
the Coal Industry of the TVA and Similar 
Projects.” 

" 


Britain Lowers Phone Rates 


s & make the telephone more popular, in 
Great Britain where the industry is a 
government monopoly, it is proposed to re- 
duce rates on October Ist, according to the 
Detroit News. The residence rate for Lon- 
don is to be $2.25 a month, or $6.50 a quar- 
ter. This is one half the present rate in 
Detroit. In Birmingham, Glasgow, Liverpool, 
and Manchester the new rates will be $2 a 
month or $5.75 a quarter, and in the rest of 
the country $1.75 a month or $5 a quarter. 
The present quarterly rates are $8.15 for Lon- 
don, $7.50 for the other large cities, 
$6.90 for the rest of Great Britain. 

The hand telephone now costs $5 in Great 
Britain. After October Ist it will be $2.50. 
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Postmaster General Sir Kingsley Wood 
says the changes in rates are being made in 
the belief that a bold policy will help tele- 
phone development, be of real benefit to trade, 
and in due time bring in such additional rev- 
enue as to justify the lower telephone charges. 


aa 
NRA Utility Division Created 


NOTHER step in the reorganization of 

NRA was taken with creation of a new 
division to handle public utility, transporta- 
tion, and communications codes, according to 
The New York Times. 

Leighton H. Peebles will become acting 
division administrator of the new division. 
Public utilities, transportation, and communi- 
cations, for which a code is pending, will now 
come under a single division. The shipping 


industry whose code is on President Roose- 
velt’s desk for approval, also is to be placed 
under the new agency. 


* 
TVA Plans Appliance Program 


ape ager soe the possibility of better mark- 
ets for the electrical equipment indus- 
try, Tennessee Valley Authority officials re- 
vealed that they have under serious consider- 
ation plans for expanding the Federal gov- 
ernment’s efforts to promote electric appli- 
ance sales, according to The Wall Street 
Journal. The new program would be under 
the control of the Electric Home and Farm 
Authority, TVA subsidiary, now already en- 
gaged in extensive and apparently success- 
ful drive to increase the use of modern equip- 
ment. 


e 


Alabama — 


Utility Holds TVA Sale Legal 


penta effort to prevent ice and coal com- 
panies from intervening in the sale of 
power company property to the Tennessee 
Valley Authority was contained in the ap- 
peal filed by the Alabama Power Company 
to the Montgomery Circuit Court against ac- 
tion of the public service commission in per- 
mitting the intervention, according to the 
Birmingham News. 

No grounds for opposing the intervention 
were contained in the appeal but at the time 
the intervention was permitted the power 
company contended that the ice and coal com- 
panies had no right to intervene; that they 
had not shown that the public interest was 
not being protected; that questions raised in 
the intervention were questions of law to be 
settled in court and that all these questions 
were contained in a suit pending before the 
U. S. district court at Birmingham. 

The ice and coal companies were allowed 
to intervene and file protest against the sale 
of $1,000,000 worth of Alabama Power Com- 


e 


pany property to the TVA. The public 
service commission declined the request of 
the ice and coal companies to disapprove the 
sale and an appeal was filed by the compa- 
nies. The Alabama Power Company appeal 
was seen as an effort to block the first ap- 


peal. 
we 


Accepts TVA Power Plan 


Ga B. M. Miller recently agreed to 
a plan providing that its 5 per cent 
share of gross revenue derived by the TVA 
from the sale of power generated in Alabama 
be based on wholesale prices, according to 
the Knoxville Journal. 

In an open letter to David E. Lilienthal, 
TVA power director, the governor agreed to 
the TVA plan to keep an account of all pow- 
er generated at Muscle Shoals and sold any- 
where, and pay Alabama 5 per cent of the 
wholesale price of this power. This payment 
7 rene by Congress in creating the 


Arkansas 


Utility Lawsuit Appealed 


HE Arkansas Utilities Company has 
asked the U. S. Supreme Court to re- 
view a ruling of the eighth circuit court of 
appeals which held that the city of Para- 
gould could construct a municipal electric 
lighting plant, according to the Arkansas 
Gazette. 
Seeking to prevent construction of a mu- 


nicipal plant, voted by Paragould citizens in 
1932, the utilities company brought suit in 


‘the Federal court at Jonesboro, contending 


the municipal plant would destroy the value 
of its property. 

The company’s claims were upheld by 
Judge John E. Martineau, in United States 
district court. He enjoined the city from 
constructing a competing plant, holding that 
the company was able and willing to meet 
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all the demands of the city, that its rates 
were reasonable, and that construction of a 
municipal plant would practically destroy the 
value of the company’s plant. 


e 


The circuit court of appeals reversed Judge 
Martineau and ordered the suit dismissed, 
permitting the city ° ee with construc- 
tion of its own p 


Colorado 


Gas Rates Cut in Denver 


Ao in natural gas rates offered 
large domestic consumers by the Public 
Service Company of Colorado was accepted 
recently by the Denver council, according to 
the Denver Post. At the same time the coun- 


e 


cilmen served notice that they will continue 
their efforts for a saving for the small user. 

The new rate, effective September 25th, re- 
duces by 8 cents a thousand cubic feet all 
gas in excess of 3,000 cubic feet a month 
used by consumers for domestic purposes and 
for heating business establishments. 


Georgia 


Utility Accepts Rate Cut 


|S Georgia Light and Power Company, 
which serves Waycross, Valdosta, and 
Bainbridge and the surrounding areas, re- 
cently notified the public service commission 
that it was accepting without further contest 
the order of the commission reducing rates 
18 per cent. 

At the same time, according to the Atlanta 
Constitution, it was made known that the 
state was dropping its effort to increase the 
company’s tax valuation which was hiked 
when it contested the rate reduction. The 
tax hike was in conformity with Governor 
Talmadge’s plan either to reduce the rates or 
to increase the taxes. 

The reduction, it was estimated by the 
commission, will save patrons of the com- 
pany about $66,000 a year. 


e 
Illinois 


Plans Water Company Purchase 


pew of East St. Louis and about twenty 
outlying communities for the purchase of 
the East St. Louis and Interurban Water 
Company, which supplies these municipalities 


TVA Survey Move Delayed 


eer of TVA power as a live issue 
into Atlanta’s mayoralty campaign, re- 
ceived a temporary setback recently at the 
hands of the finance committee of the city 
council. 

Alderman J. Charlie Murphy, candidate for 
nomination as mayor and author of a coun- 
cil move to investigate the feasibility of ob- 
taining TVA power for Atlanta, lost a bat- 
tle to obtain $1,000 for the purpose of secur- 
ing an immediate expert survey of Atlanta 
as a condition precedent to a study of the 
situation here by the TVA. 

By unanimous vote the finance committee 
deferred action on the request until the Octo- 
ber sheet is prepared, thus definitely preclud- 
ing the filing of the survey report until after 
the September 26th primary. 


with water, are under consideration. Mayor 
James T. Cros of East St. Louis explained 
the tentative plan includes the purchase of 
the water plant, and that the other communi- 
ties will derive their individual supplies 
through their own distributing plants. 


@ 
Louisiana 


Seek Accord on Rates 


EMBERS Of the public service commis- 
sion recently agreed to recommend that 
a citizens’ committee and representatives of 
the Gulf Public Service Company “get to- 
gether and work out a satisfactory agree- 
ment on adjustment” in the case of the citi- 


zens of Natchitoches parish, who are seeking 
an adjustment of gas rates, according to the 
Times Picayune. 

A proposed scale of cotton gin electricity 
rates by the Louisiana Ice and Utilities, Inc., 
has been accepted by the representatives of 
ginners and the members of the public serv- 
ice commission. 


424 





PUBLIC UTILITIES FORTNIGHTLY 


Maine 


Plan Further Quoddy Study 


rae study by the special Quoddy hy- 
droelectric commission appointed by Gov- 
ernor Louis J. Brann, will be necessary, Ken- 
neth C. M. Sills, president of Bowdoin col- 
lege and chairman of the body, said recently, 
before there would be sufficient tangible 
information for the commission to make its 
final report. Sills made his statement fol- 
lowing a three hours’ meeting of the group 
with Governor Brann, according to the 
Daily Kennebec Journal. 1 

All possible markets which might be avail- 
able in the event Federal money was provided 
to make the development possible, were can- 
vassed, Sills said. He said the three most 
probable markets would be the aluminum and 
the stainless steel industries and possibly 
phosphate or fertilizer. 

Dexter P. Cooper, originator of the power 
plan, presented his view as to possible pow- 
er markets for the output of the plant to 


the hydroelectric commission at the meeting. 
_ The commission also discussed the sugges- 
tion ‘made by President Roosevelt as to 
whether the title and property should be vest- 
ed in the people, although sponsored by a 
loan from the Federal government, or wheth- 
er the plant should be a Federal project. 

Sills said he anticipated an inquiry would 
be made to ascertain whether there was a 
possibility of securing industries mentioned 
to come into Maine. 

The electrification of Maine railroads was 
also discussed, Sills said, but as with other 
possible markets, there was nothing definite 
at this time. 

The Quoddy commission was appointed by 
Governor Brann at the suggestion of Presi- 
dent Roosevelt after a proposed loan of $48,- 
000,000 for the development of Quoddy 
through the Public Works Administration 
was turned down by Secretary of the In- 
terior Harold L. Ickes, because there was not 
sufficient market for the power. 


Minnesota 


Utility Accepts Gas Ordinance 


owe. acceptance of the new gas ordi- 
nance by the Minneapolis Gas Light Com- 
pany has been filed with the city clerk. 

The new ordinance provides for approxi- 


e 


mately a 7.3 per cent reduction in gas rates 
through the use of a mixed natural and 
artificial gas, and for a net return to the 
company of $1,250,000 a year. Rates are to 
be adjusted every four months on the basis 
of the allowed net return. 


Mississippi 


Utility Answers Citation 


ONTENDING that “its rates for service 

should not now be reduced,” and if any 
change is made in the rates, “there should 
be an increase therein,” the Southern Bell 
Telephone & Telegraph Company filed an- 
swer to the citation of the railroad commis- 
sion calling on the: company to show cause 
why exchange rates in the state should not be 
reduced, according to the Birmingham News. 


2 


The company pointed out it paid $400,451 
in ad valorem taxes and $111,650 in special 
taxes in the state last year, in addition to 
$7,627 in Federal taxes. 

Its gross telephone operating revenue for 
1933 in Mississippi is listed at $3,074,299, 
making taxes 16.6 per cent of total revenue, 
or $9.24 total tax per average telephone in 
service in 1933. 

The company asserted it was “not earning 
a reasonable return on its investment.” 


Missour1 


Opposes State Water Tax 


te city of Webster Groves filed an in- 
junction suit recently in the Cole County 


425 


Circuit Court at Jefferson City to restrain 
State Auditor Forest Smith from collecting 
the state tax on the sales of the municipally 
owned water plant in that city, according to 
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the St. Louis Globe-Democrat. The tax is 
one half of one per cent on the gross sales 
of water to consumers. 

In the petition Webster Groves contends it 
buys the water wholesale from the St. Louis 
County Water Company and then sells it to 
the consumers on a nonprofit basis. Webster 
Groves, the petition declares, owns its own 


@ 
Nebraska 


Natural Gas Suit Filed 


Cre Attorney Henry Beal has filed a 
suit in district court to test the right of 
the Metropolitan Utilities District to use nat- 
ural gas in manufacture of artificial gas. Beal 
said the “repeated requests” of Omaha coal 
dealers was the reason for the action. He 


e 
New York 


Utility Quiz under Way as 
Companies Codperate 


UESTIONNAIRES recently were mailed to 
holding companies having any interest in 
the principal utility operating companies of 
the state by the joint legislative committee to 
investigate public utilities, according to the 
New York Herald Tribune. 
John E. Mack, chief counsel of the com- 
mittee, refused to make the questionnaire pub- 


lic, but added he would do so if the holding . 


companies failed to supply the data requested. 

That the committee’s investigation will be 
used as campaign material in the fall -elec- 
tion has been indicated by Mr. Mack. He 
said that he felt it the duty of the committee 
and himself to disclose before election day 
~, gross improprieties that may be discov- 
ered. 

Private hearings were scheduled to start 
September Ist with public hearings on 
October Ist. The first report of the commit- 
tee is to be made in February. 

Mr. Mack recently expressed his gratifica- 
tion over the response to his request to gov- 
ernors for public data and official private 
information concerning public utility matters 
in their states, particularly information re- 
garding similar utilities investigations. Re- 
quests for information also were sent to pub- 
lic service commissions in other states. Mr. 
Mack had replies from Vermont, Georgia, 
New Hampshire, Massachusetts, North Caro- 
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distributing plant and must sell the water at 
a slightly higher rate than that for which it 
is purchased so as to defray the operating 
expenses. 

Water Commissioner Daily of St. Louis 
has asked the legal department of the city 
to give an opinion as to whether the city 
water sales are taxable. 


bases his case on two allegations: That the 
people have voted against the use of natural 
gas; and that the law prohibits it. 

The utilities district recently signed a con- 
tract for the use of natural gas in manu- 
facturing artificial gas and work is now un- 
der way at the gas plant in preparation for 
the use of natural gas. 


lina, New Jersey, Tennessee, Rhode Island, 
Connecticut, and Pennsylvania. 

The committee officials also were pleased 
with the attitude of some of the public cor- 
porations, who have promised their full co- 
Operation to the committee. There has been 
no intimation that any of the corporations 
will refuse to let the accountants of the com- 
mittee have access to their books. 


a 
Consumers Assail Commission 


[mesewer consumers interrupted a public 
service commission hearing in New York 
city recently and demanded that the commis- 
sion delay no longer in deciding on their ap- 
plication for a reduction of rates charged by 
the Bronx Gas and Electric Company, which 
supplies 60 per cent of the gas consumed in 
the Bronx. 

“We have asked for a temporary rate again 
and again, but we get no relief,” Ferdinand 
Steinfeld, president of the Van Nest & Mor- 
ris Taxpayers Association, told George E. 
McVay, an attorney for the commission, who 
was presiding. “We are still paying $1.45 a 
thousand cubic feet, while our neighbors in 
Manhattan and in parts of the Bronx pay 
only $1.15. We can’t expect anything from 
the commission; we have found that out, so 
we're going to take our case to the public 
utility investigator appointed by the state 
legislature.” 
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North Carolina 


Begin Rural Electric Survey 
A= of the rural communities of Wil- 
son county was started recently by the 
Federal government to ascertain the feasi- 
bility of extending power lines into those 
sections desiring electricity for farms and 
homes, according to James T. Barnes, local 


FERA chief. A swift conclusion of the sur- 
vey is planned so that it may be submitted 


e 


to the Federal authorities for approval at 
once, according to the News and Observer. 

The Wilson county survey, Mr. Barnes 
said, is only one out of 25 such surveys to 
be made by the government in eastern North 
Carolina. 

Active plans for the electrification of rural 
sections of Beaufort county also were being 
pushed as C. M. Burton of Bethel visited the 
section recently for a preliminary survey. 


North Dakota 


State Ownership Expensive 


TATE ownership and operation of industries 

has been unprofitable for North and 
South Dakota, judging from figures recently 
released by officials, according to the Assoct- 
ated Press. 


Rate Cases to Be Heard 


A= on the Columbus gas rate case 
will be concluded before the Ohio Su- 
preme Court October 2nd. 

The local rate case was ee to the 
Ohio tribunal by the U. S. Supreme Court 
for clarification of the decision which upheld 
the 48-cent schedule. 

A number of important cases are included 
among the hearings set down for the fall 
sessions. On October 17th, the court will 
hear arguments in the legal action taken by 
the Ohio Bell Telephone Company to pre- 
vent the Cuyahoga county common pleas 
court from granting a receivership for the 
phone utility to affect the refunds ordered by 
the utilities commission. 


Sd 
Gas Company Cited for Delay 


HE West Ohio Gas Company was cited 

by the utilities commission to show cause 
why it has failed to make refunds, amounting 
to about $350,000, to the Lima gas consum- 
ers. 


=e 
Ohio 


A deficit of nearly two and a half million 
dollars was listed against North Dakota’s 
state-owried mill and elevator, while a South 
Dakota audit showed a deficit of $26,587 
against the state’s two mining ventures, in 
addition to a $185,000 legislative appropria- 
tion. 


The company also will be ordered to show 
cause why it should not be prosecuted for 
the failure to make refunds, as ordered by 
the commission on June 27th. 

The gas company’s appeal from the com- 
mission’s decision, which was upheld by the 
state supreme court, now is pending in the 
U. S. Supreme Court, as is the company’s 
similar appeal from the Kenton gas rate ordi- 
nance. 

w 


Refund Order Appealed 


A= of the Ohio Bell Telephone Com- 
pany from the order of the public utili- 
ties commission requiring refunds of $12,- 
167,678 to telephone subscribers has been car- 
ried to the Ohio Supreme Court according to 
a statement in the Columbus Evening Dis- 
patch. 

Of the total, $2,426,916 had been ordered 
refunded to Columbus patrons of the com- 


pany. 
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The commission’s order lowering the rate 
schedule already has been appealed to the 
court, the company terming the new rate 
schedule a “hypothetical calculation.” 
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Oklahoma 


Advocates City Gas Plant 


Aor of the proposed $4,000,000 gas 
plant bond issue to be voted upon Octo- 
ber 2nd by Oklahoma City citizens, recently 
fired a broadside of statistical data champion- 
ing its proposal and charging the Oklahoma 
Natural Gas Company with actively fighting 
the bond issue “despite its protests to the 
contrary.” 

The volley came from John A. Brett, gen- 
eral campaign manager for the Municipal 
Gas Association, in statements designed to 
answer questions put to the advocates by J. 
K. Wells, foe of bond issues. 
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Answering Wells’ question “if it is not 
barely possible that the Oklahoma Natural 
would be glad to sell the present plant at 
$4,000,000 and thereby earn a very large and 
substantial profit,” Brett said: 

“The city will not pay $4,000,000 for the 
present plant of the Oklahoma Natural. If 
the company demands more for its present 
plant than it would cost to construct it new 
throughout, the city will build its own plant. 
The company, however, would probably not 
‘be glad’ to sell at a reasonable figure, as 
present owners of its bonds realize that sale 
of its Oklahoma City plant would be but a 
drop in the bucket of its inflated liabilities.” 


Pennsylvania 


To Argue Bus Tax Case 


By points raised by the Harrisburg 
Railways Company in answer to the suit 
started by Harrisburg taxpayers in behalf of 
the city for 3 per cent gross receipts on the 
company’s revenue from the operation of 
busses will be argued in the Dauphin county 
court on October 3rd, according to a state- 


ment published in the Harrisburg Evening 
News. 
The railway company contends that the 
ordinance does not apply to the operation of 
the bus company, but that its provisions affect 
only the operation of “street passenger rail- 
ways.” The bus company, it is said, is 
distinct and separate from the railway com- 


pany. 


@ 
South Carolina 


Utilities Cut Electric Rate 


A> annual power and gas rate re- 
duction to customers of the Broad River 
Power Company, which serves Columbia and 
surrounding territory, has been announced by 
the railroad commission as a result of an 
agreement reached with officials of the com- 
pany. The reduction is effective October Ist. 

The reduction affects chiefly residential 
rates and is in lieu of an order of the com- 
mission of last January which was contested 
by the power company. Additional conces- 
sions made by the power company resulted in 
the lowering of cotton gin rates and refriger- 
ation rates as of August 19, 1931, and Octo- 
ber 16, 1931. It was agreed that pending 
suits involved in these reductions would be 
abandoned. 

Involved in the reduction is a $70,000 cut 
in residential rates. The other reductions ap- 
ply to industrial and other users of power 
of the Broad River Company. 

Reductions originally ordered by the com- 
mission amounted to $173,000 annually and 
this order was protested by the power com- 
pany. It was a result of that order that the 
commission, however, was able to obtain the 


$141,000 reduction without the necessity of 
court actions and other expensive details. 

Electric power rate reductions of the Duke 
Power Company and the Southern Public 
Utilities Company, amounting annually to 
$380,000 in South Carolina, became effective 
September Ist also as a result of an agree- 
ment with the railroad commission. 


> 


Utilities Commissioner Resigns 


ADSDEN E. Shand, Sr., director of the 

public utilities division of the railroad 
commission, has resigned to become consult- 
ing and valuation engineer of the commis- 
sion, according to an announcement made by 
Thomas H. Tatum, chairman of the railroad 
commission. 

Tatum, according to the Columbia Record, 
said that he had no announcement to make 
concerning a successor to Shand. 

The utilities division of the railroad com- 
mission has lost a number of its employees 
within recent weeks, ‘some having received 
leaves of absence to become connected with 
the Federal power survey in the south. 
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Tennessee 


Memphis Seeks TVA Power 
EMPHIS has joined the line of cities 


As Result of Survey 
M seeking to purchase cheap TVA elec- 
tric power, according to the Knoxville Jour- 
nal. 

Mayor Watkins Overton of the Bluff City 
recently told the Associated Press he would 
confer with TVA officials on the possibilities 
of getting Federal power for his city. 

Following Knoxville’s lead of last summer, 
Memphis has hired engineers to make a 
survey to determine if the city should go into 
the municipal power business and sell the 
TVA’s product. As a result TVA power 
was recommended for Memphis in a report 
recently made to Mayor Watkins Overton 
by R. W. Husselman, consulting engineer, 
according to the Associated Press. 

The report estimates it will cost $7,867,000 
to build a complete new distribution and 
street lighting system, which, the engineer 
says, will pay for itself in full, together with 
every item of cost and expenses, pay taxes 
to city and county, and accumulate a surplus 
of $5,203,422 in a 20-year period. 

A saving of more than $1,800,000 annually 


€ 


in power bills of Memphians was said by the 
report to be likely under TVA rates. Mem- 
phis power bills now exceed about $4,000,000 
annually, the report says. Residential light 
rates could be cut 41.77 per cent, and the 
savings on power for all classes of consumers 
would be 45.56 per cent, it is contended. 


* 

Attacks Proposed Phone Cut 

T= Southern Bell Telephone & Telegraph 

Company filed a lengthy brief with t 
railroad and public utilities commission re- 
cently resisting an application by a group of 
Tennessee municipalities for a 20 per cent 
reduction in telephone charges, according to 
the Nashville Banner. 

Saying that the company “has held nothing 
back frotn this honorable commission and 
has answered fully and freely all those re- 
quests for information that were made of it 
by the cities,” the brief added: 

“Tt is clear that a reduction in rates such 
as that sought here will not and cannot pro- 
duce any substantial increase in the company’s 
exchange business, but on the other hand a 
great decrease in net revenues would result.” 


Texas 


Dallas Votes Sewer Tax 


wa giving the people an opportunity 
to be heard or City Attorney Hugh 
Grady a chance to carry out his legal duty 
of looking over the proposed ordinance, Dal- 
las councilmen levied a sanitary sewer tax 
on customers of the Dallas water department 
in order to provide more revenue for the 
purpose of operating the government during 
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the fiscal year beginning the first of October. 

The sewer charge will be in the nature of 
a permanent levy designed to raise $260,000 
the first year. 

Money raised by the sewer charge will be 
used to defray interest and sinking funds on 
sewer bonds being carried by the water de- 
partment next year. This will relieve the 
general fund of that burden and allow for 
other needed expenditures in the government. 


Virginia 


Protests Rail Rate Plea 


HE corporation commission will inter- 
vene in the plea of the rail carriers to 
the Interstate Commerce Commission for 
higher freight rates, and will protest against 
the petition, according to the Richmond News 
Leader. 
In some circles it was believed that the 


= 


railway petition is a strategic move to at- 
tract attention to the need for regulation of 
the competitors of the rail carriers by Con- 
gress. 

In transportation counsels it has been said 
repeatedly that the railways need a more 
favorable basis of competition with truck of- 
ficials more than any substantial increase in 
present rate levels. 
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The Latest Utility Rulings 





Inadequacy and Obsolescence Are Factors 
in Accrued Depreciation 


PENING its discussion of accrued 
depreciation with the statement 
that “there has been devoted to the sub- 
ject of depreciation in recent years more 
discussion than the simple nature of 
the subject warrants,” the Colorado 
commission goes on to rule that inade- 
quacy and obsolescence must be consid- 
ered in determining accrued depreciation 
of public utility property, even though 
depreciation in a given case may be de- 
termined more accurately by observation 
than by mere statistics, as was indicated 
by the United States Supreme Court 
in the case of McCardle v. Indianapolis 
Water Co. (1926) 272 U. S. 400, 
P.U.R.1927A, 15. 

The commission expresses its opin- 
ion that observation, to be worthy of 
the name and to be entitled to any con- 
sideration, must involve an informed 
judgment, the exercise of which will not 


ignore certain factors or causes which, 
in arriving at the proper amount to 
charge annually for depreciation, are 
known to be in current operation. It is 
stated : 


If various “causes ‘known to be in cur- 
rent operation, and whose effect can be 
forecast with a reasonable approach to ac- 
curacy,” including “not only wear and 
tear and action of the elements, including 
storms and even fire, but also such factors 
as obsolescence and inadequacy” are suf- 
ficiently definite and certain to warrant the 
collection of money therefor year after 
year from the customers, it is wholly in- 
defensible to discard a number of those 
causes or factors in a valuation and rate 
case, and determine the matter of deprecia- 
tion, which may be said generally to be 
“loss” in service life “not restored by cur- 
rent maintenance,” by merely “looking at 
the property.” 


Re Home Gas and Electric Co. (Case 
No. 1074). 
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Views on Charitable Contributions Are Announced 


EMBERS of the New York com- 
mission have expressed their 

views on the matter of public utilities 
making charitable contributions, in con- 
nection with their recent order author- 
izing such contributions by several util- 
ities. Approval of the commission was 
made necessary under the recent enact- 
ment in New York state which prohib- 
its the use of public utility funds for 
any purpose other than operating, main- 
tenance, and depreciation ‘expenses, the 
construction, extension, improvement, 
or maintenance of facilities and service, 
the payment of indebtedness and inter- 
est thereon, and the payment of divi- 
dends to stockholders, if not approved. 
All members of the commission agree 
on the proposition that charitable con- 


tributions should not be a charge against 
ratepayers, and in the majority opinion, 
written by Chairman Maltbie, it is stat- 
ed: 


Consumers have no opportunity of say- 
ing whether they wish to pay through rates 
their share of such donations, and it is the 
function of this commission to see that the 
public is not charged in excess of the rea- 
sonable cost of service. 

Furthermore, the directors who author- 
ize donations are not chosen by consumers 
and represent, even in theory, only the 
stockholders of the company. When they 
authorize charitable contributions to be in- 
cluded in operating expenses, they vote not 
to give away the funds to which the stock- 
holders are entitled, but to charge these 
donations to consumers. 


Whether the directors of a public 
utility corporation have the legal and 
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moral right thus to disburse surplus 
earnings is said by Chairman Maltbie to 
be a question with which the commis- 
sion is not concerned, although it ap- 
pears by a recent amendment of the 
General Corporation Law that the legis- 
lature has gone as far as it might go in 
authorizing directors to use corporate 
income for charitable purposes as an 
emergency act. 

Commissioner Van Namee filed a 
memorandum opposing authorization of 
the contributions, holding that such con- 
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tributions by public utilities are improp- 
er, whether charged to surplus or to 
operating expense. Chairman Maltbie, 
however, although agreeing that the 
payment out of surplus earnings of 
charitable contributions is ordinarily im- 
proper, takes the view that the emer- 
gency conditions which have recently 
existed and which have been recognized 
by the legislature and the commission 
justify approval of the applications. Re 
Peoples Gas & Electric Co. (Case Nos. 
8296-8300). 


Enforcement of NRA Code Is Not within 
Province of Commission 


INCE the United States Supreme 
Court spoke on the subject some 
years ago the states have quite generally 
adopted the policy of approving applica- 
tions for authority to operate interstate 
motor carrier service largely as a for- 
mality upon compliance with certain 
routine requirements of the states. Re- 
cently some state authorities have de- 
nied operating authority to interstate 
carriers which had not shown compli- 
ance with the NRA Code for Motor 
Bus Operators, but the Rhode Island 
commission takes a different view. 
Protest in one case was made against 
the granting of operating authority on 
the basis of the provisions of the Motor 
Bus Code Authority. Attention was 
called to the fact that the applicant had 


not applied for an intrastate certificate 
as required by the Code. In reply the 
commission stated : 


The commission is thoroughly familiar 
with the Motor Bus Code, under the terms 
of which, an applicant cannot operate unless 
he applies for and receives an intrastate 
certificate, but it does not believe that 
the Code can affect the duties of the com- 
mission which are fixed by statute and Su- 
preme Court decisions, which hold that the 
commission must grant a certificate for in- 
terstate operation subject to certain con- 
ditions and if such an application is not 
granted, court action against the commis- 
sion might follow. 

The commission is in no way hostile to 
the Code Authority, but it feels that it is 
the duty of the Code Authority to enforce 
the provisions of the Code and not the com- 
mission. 


Re Oakley (No. 1038). 
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Confiscatory Rates Not Warranted because of 
Depression and Drouth 


RDERS of a 3-judge Federal court 
O stop the state of Utah, Governor 
Henry H. Blood, and the public utilities 
commission from reducing telephone 
rates in Logan and light and power rates 
in the territory served by the Telluride 
Power Company, according to the Des- 
eret News. 

Arguments on injunctions brought 
against orders of the commission were 


heard in Salt Lake City last June 14th 
by a 3-judge circuit court. 

The power case is a fundamental in- 
terpretation of the stretching power of 
the Constitution under the New Deal. 

The commission ordered a reduction 
of 10 per cent in light and power rates 
because of the depression and the drouth 
on the theory that ability to pay and 
value of service can be used as factors 
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in rate making and that the order would 
preserve the property by saving the cus- 
tomers and continuing the tenure of the 
land. 

John D. Rice, assistant attorney gen- 
eral, admitted that the company had 
earned in the past five years 4.08 on 
the allowed value of the property and 
that if the 10 per cent reduction were 
in effect the company would have earned 
in the last year 1.2 per cent. 


Judge Robert E. Lewis said that no 
decision of the U. S. Supreme Court 
has held that customers’ ability to pay 
rates or that value of the service to 
customers is a paramount or controlling 
issue. 

“If rates are so low as to be con- 
fiscatory of the utilities property, they 
are condemned by the Fourteenth 
Amendment to the Constitution,” the 
Federal judges hold. 


e 
Court Halts Utilities Sale to TVA 


courRT order September 4th blocked 

the transfer of electric light and 
power systems in fourteen north Ala- 
bama municipalities to the Tennessee 
Valley Authority by the Alabama Power 
Company, according to the Associated 
Press. 

Jude Leon McCord, ruling on a peti- 
tion of Alabama ice and coal companies 
which asked that the transfer be de- 
layed, held the public service commis- 
sion had erred in approving the sale 
of the properties and ordered the ap- 
proval canceled. 

Under this decision, the sale must be 


brought before the public service com- 
mission a second time, and notice of 
thirty days given interested parties be- 
fore the transfer is approved or denied. 

Under the terms of the agreement 
between the TVA and the Alabama 
Power Company, light and power sys- 
tems in the cities and towns in the 
Muscle Shoals area were to be sold 
to the TVA for approximately $1,- 
000,000. The TVA planned to operate 
the systems until the municipalities 
could purchase them, with payment to 
the TVA to be made from operating 
profits. 


e 
Orders Court Test of Rate Cut 


G public utilities commission re- 
cently ordered the Columbus Rail- 
way, Power & Light Company to seek 
a court ruling regarding the validity of 
the ordinance passed by city council last 
fall reducing light rates, according to 
the Columbus Evening Dispatch. 

In its order the commission pointed 
out that it was deemed inadvisable to 
proceed further with any hearing on 
rates until the question of its jurisdic- 
tion has been fully determined by a 
court of competent jurisdiction. 
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This was done in order “that the 
expense involved in the hearing of the 
merits of this cause may be avoided 
if the commission is without jurisdiction 
by reason of the invalidity of the ordi- 
nance.” 

The commission further ordered that 
the appeal to the court should be made 
within sixty days, otherwise it would 
itself proceed with its hearing on the 
reasonableness of the company’s rates. 
Re Columbus Railway, Power & Light 
Co. 


Federal Court Refuses to Entertain Rate Case 


EDERAL Judge Fred C. Jacobs has 
ordered the Central Arizona Light 


and Power Company rate injunction 
suit against the corporation commission 


432 





era aor 2 wm =@ fA &@ 6 = ehh Ae et 


Ft) 


urt 
Day 
to 


ing 


on- 
1ey 
nth 
the 








PUBLIC UTILITIES FORTNIGHTLY 


dismissed, according to the Phenix 
Gazette. 

The dismissal action was made upon 
condition that the corporation commis- 
sion suspend operation of its May 11th 
order for a period of ten days, from 
and after the date the commission rules 
on the utility motion for a rehearing. 

The purpose of the suspension of the 
order is to enable the light and power 
company to institute an action in the 
state court if it so desires. 

After the corporation commission on 
May 11th directed the utility to reduce 
its light and gas rates, the Central Ari- 


zona Light and Power Company went 
into the Federal court seeking an in- 
junction restraining the corporation 
commission from enforcing the order 
reducing rates. 

The motion for dismissal by the at- 
torney general which was recognized by 
the court was based on the grounds that 
the Federal court had no jurisdiction 
of the action until the Central Arizona 
Light and Power Company had exhaust- 
ed all of its resources in the state courts 
and before the corporation commission. 
Central Arizona Light and Power Co. 
v. Corporation Commission. 
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Agent Is Not Authorized to Waive Tap Charge 


fase complaints made to the Colo- 
rado commission that the owner 
of a water utility was not justified in 
turning off water in order to enforce 
payment of a tap charge, the commis- 
sion ruled that the customer had not 
proven payment of the charge or waiver 
thereof by the owner of the utility, 
notwithstanding the acts of the owner’s 
agent, one Chandler. It was held that 
where a utility has a rule respecting tap 
charges which is reasonable the burden 
is on a customer to prove that he or 
somebody has paid the tap charge in 
question in some form or manner. 

The customer contended that through 
dealings with a former owner of the 
premises who had incurred some con- 
struction costs under an agreement with 
Chandler no tap charges were to be 
collected. The commission stated, how- 
ever : 


To charge one with the acts and doings 
of another person purporting to act as his 
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agent, it is incumbent upon the one relying 
upon the act to prove authority to do the 
act, which in this case was the representa- 
tion that the charge for the water tap for 
the two lots in question had been paid. The 
proof shows merely that Chandler had au- 
thority to construct the water system and 
to sell lots. The law would, therefore, read 
into his authority all those acts which 
would be reasonably necessary in the per- 
formance of the acts specifically author- 
ized. However, there is no ground what- 
ever for saying that one who is authorized to 
sell lots may thereafter bind his principal 
by making a statement to some person con- 
sidering loaning money on said lots that 
the latter could tap the water system with- 
out paying the usual charge, because, as 
the agent claimed, the payment had already 
been made for that purpose. There being 
no proof of specific authority to bind the 
principal by any such representation, the 
law would not hold the owner of the prop- 
erty and water system therefor because the 
act was not reasonably within the scope of 
the duties which the agent was authorized 
to perform. 


Re Lee (Decision No. 5834, Case No. 
1395). 


Other Important Rulings 


HE supreme court of Alabama has 
held that an electric utility, which, 
under contract with a municipality, sells 
and delivers to the municipality at a 
point within the corporate limits electric 


power at an agreed price, is doing busi- 
ness within the city and therefore sub- 
ject to a city license tax, although the 
corporation does not serve or offer to 
serve members of the public in the city 
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